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@ The national emergency is making addi- 
tional demands on the banks of the nation. 
It’s their job to facilitate credit operations 
and the exchange of banking services. To- 
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facilities broadens the services of out of 
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NINETY-FIFTH YEAR 


VOLUME CXLIII, NO. 6 


EDITORIAL COMMENT 
The End of the Year 


ITH the expiration of the present 

month, the year 1941 passes into 

history. The record made in the 
twelve months was not of our own 
choosing, but was made as the result of 
conditions brought about by world 
events. True, we made our choice as 
to the relation this country would sus- 
tain to these enforced conditions, but 
our civilization being such as it is, what 
other choice could have been expected? 

The year 1941 has brought perils and 
trials, nor can we rest assured that the 
coming year may not bring greater dan- 
ger to our shores. These will be reso- 
lutely and unflinchingly met. 

Possibly, out of the lessons of this 
emergency, some good may result. If 
we show that under the stress of national 
peril our production can be largely in- 
creased (and in making the weapons of 
destruction), may we not also learn that 
‘we can produce more and more for con- 
structive ends, for bettering the living 
conditions of all our people? 

Should the coming year prove one of 
great trials, as now seems likely to be 
the case, the American people have met 
trials before and have survived them. 
It is inconceivable that they will shrink 
from their duties or be false to pledges 
already made. Aside from the outlays 
caused by military and naval require- 
ments, the course of production and 
trade had been improving for some time. 
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Fortunately, to meet the exigencies of 
the times, the banks of the United States, 
at the close of 1941, are in a highly 
strong and liquid condition. 


tO) 
“FOR UNION NOW” 


O; THe Bankers MAGAZINE is not 

advocating, as might be inferred 
from the above famous heading, a po- 
litical union of the United States and 
Great Britain. It is making an earnest 
plea for union among the conflicting 
elements in our own country. This con- 
flict of opinion in regard to our foreign 
policy is not of that character that can 
give any real grounds of satisfaction to 
the actual or potential enemies of the 
United States, for once the people are 
brought to an actual realization of the 
country’s danger, present divisions will 
disappear. But while they exist they do 
hinder that unified action which is 
highly desirable in a time of national 
crisis. 

In appraising the foreign policy of 
the United States, several things must 
be kept in mind. First, we should re- 
member what form of government we 
have. Despite all the talk about “de- 
mocracy,” such is not the form of gov- 
ernment existing in the United States. 
Our government is Republican in form, 
the people acting through their chosen 
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representatives—the President and the 
Congress. And these representatives, 
and they alone, have the power to decide 
as to what our foreign policy shall be. 
And, in the present emergency, they 
have made this decision in unmistakable 
terms, evidenced by the lend-lease law, 
the repeal of certain provisions of the 
Neutrality Act, and by the repeated 
pledge of the United States to render 
all possible aid to Great Britain, China 
and Russia. 

These legislative acts, and the declara- 
tions and actions of the Executive, fix 
the main purpose of our foreign policy, 
which is to aid those countries engaged 
in conflict with Germany; and it goes 
beyond this, to defend our ships engaged 
in this help. 

There was a time when this policy 
was properly open to attack; but that 
time has gone by. Before the policy 
was formulated and adopted by the 
rightful authorities, it was the privilege 
and the duty of the citizen who dis- 
approved of it to do everything in his 
power to make that disapproval effec- 
tive. That opportunity exists no longer. 
The decision has been made by those 
who have the right to make it, and there 
is but one thing for all of us to do, 
whatever may be our antecedent 
opinions, and that is to unite solidly in 
support of Congress and the President. 
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‘UNCLE SAM AN ARDENT WOOER 


QNLY at the prompting of some of 
the more juvenile members of its 
staff does the venerable BANKERS MaGa- 
ZINE venture into affairs of the heart— 
not venturing into the realm of personal 
affections, even of the young men and 
maidens employed in banks—but deal- 
ing exclusively with the wooing of our 
even more venerable friend, Uncle Sam. 
This old gentleman of the outmoded 
hat and whiskers is now engaged in one 
of his more or less intermittent court- 
ships among the senoritas of Latin 
America. It is regrettable to state that 
- the old reprobate even resorts to the use 
of gold to effect his fell designs. And 
with the backing of the Import and Ex- 


468 


port Bank he has plenty of the metal. 

To be just a little more serious, as 
befits the occasion, is not our wooing 
of Latin America—observe that we take 
it all in one stride, forgetting there are 
twenty of these countries, one of them 
larger than the United States—a little 
too obvious and too persistent, and not 
wholly unselfish? And is it not a little 
bit absurd for us to lend one of these 
countries funds to make a token pay- 
ment on its debt, and to another to foot 
a part of the bill for appropriating oil 
properties of American citizens? 

The basis of amicable and beneficial 
trade, financial and cultural relations 
between this country and the other 
Americas consists of mutual respect for 
obligations. While this basis is being 
laid, Uncle Sam is admonished against 
too ardent wooing of the senoritas of 
the South, who may flee as did Daphne 
from the pursuing Apollo. 


® 
MAIN BANKING PRINCIPLES 


BANKING, like most of the elements 

of human society, grows more and 
more complicated all the while. So 
many new problems call for the banker’s 
attention and study that he finds it al- 
most impossible to keep abreast of them. 
In fact, in studying some of them, with 
all their perplexing ramifications, he 
could hardly be blamed for reverting to 
the banking principle attributed to 
“David Harum,” that of “lenden the 
money and gittin it back agin.” But 
this would be a mistake, for there is 
more in banking than that, admitting 
the great value of this simple rule. 

But there are so many complicated 
and perplexing methods of operation 
being offered to the banker in these days 
that in considering them he may lose 
sight of some of the fundamental prin- 
ciples of his business. In regarding the 
trees he may forget that, after all, these 


are but the separate components of a 


forest. 
Among the fundamental principles of 
banking are these: 


(1) Management of the highest degree — 
of skill and integrity. Bs 


(2) Adequate capital. 
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(3) Security for every loan made, and 
constant vigilance to see that this secu- 
rity is not impaired. 

(4) Investments made with a view to 
their soundness only, and with matur- 
ities properly spaced. 

Admittedly, in maintaining these prin- 
ciples, adoption of some of the sug- 
gested methods of technical procedure 
will be necessary, but it would be a mis- 
take to conclude that these methods of 
themselves can supply the place of the 
banking fundamentals mentioned. These, 
it is well understood, are elementary 
and have long been recognized by 
bankers themselves. And yet, simple as 
the principles are, and known to be 
essential to sound banking, failure to 
observe them has been responsible for 
most of our banking disasters. 

However complicated banking may 
become because of the many new and 
perplexing problems thrust upon the 
banker’s attention by the disorders of 
the times, and however essential it may 
be to study and to adopt the new 
methods of procedure called for by this 
changed situation, it would be unfor- 
tunate should this development result in 
lessened attention to what, after all, are 
the rudiments of sound banking. 
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CHRISTMAS CLUB 
ACCUMULATIONS 


REPORTS of the Christmas club op- 
erations of some 5,000 banks indi- 
cate that the 8,000,000 members of such 
clubs will receive this year about $400,- 
000,000, or an average disbursement 
some 10 per cent above that of 1940. 

While from the name of these clubs 
it would naturally be inferred that the 
accumulations are designed primarily to 
provide for Christmas purchases, and 
while it is true that estimates allot to 
such purchases 33.8 per cent of the ac- 
cumulations, it is also estimated that 
24.5 per cent will go into permanent 
savings. 

At the inception of the Christmas club 
plan some objections were made against 
: it on the ground that it was a scheme 
to provide for spending, and not for 
the proverbial “rainy day.” But to this 
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objection it could be replied that it was 
good to get people to save for any pur- 
pose, and that to have the funds in hand 
for Christmas purchases was much bet- 
ter than to have these purchases made on 
credit. As to the objection that savings 
of this character are made for spending, 
it is enough to say that (aside from capi- 
tal accumulations) savings are generally 
made for this purpose, otherwise they 
would represent mere hoarding. 

It is gratifying to note that so large 
a part of the Christmas club savings will 
go into savings of a permanent char- 
acter. The success of the plan indicates 
that savings with a definite object in 
view are apt to prove more productive 
than those of a more or less desultory 
kind. 
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CREATIVE LEADERSHIP NEEDED 


UsEFULNEsS and soundness of the Ameri- 
can banking system is dependent upon 
the ability of bank executives to cope 
with rapidly changing conditions,” H. N. 
Stronck told members of the Independ- 
ent Bankers Association at a dinner 
meeting recently in Los Angeles. 

The speaker, a technical advisor to 
banks and formerly an executive of the 
Federal Deposit Insurance Corporation, 
cited many examples of changes being 
brought about by the current rush of 
events. 

“The continuance of free enterprise in 
this country is closely related to the suc- 
cess of American banking,” he declared. 
“Therefore, it is timely that a compre- 
hensive appraisal be made of the qual- 
ity of bank management. 

“Inertia in management, or lack of 
direction, is as dangerous to competi- 
tive enterprise ignorance and fear. In- 
ertia may express itself as clinging to 
old policies and traditions that are out- 
moded. 

“On the other hand, creative leader- 
ship and courage to pioneer in admin- 
istrative policies will maintain for bank: 
ing its. rightful position in the economic 
and social structure of the nation. 

“A small bank in this respect can be 
made to function just as well as a large 


one, for size is not a criteria of good — 


management.” 
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War Economy 





Monetary Management 


HE broadening scope of the require- 

ments of a defense program that 

will by 1943 absorb more than half 
of our national income must radically 
affect the operations of the commercial 
banking system. So long as the em- 
phasis of Administration policy con- 
tinued to be on a short of war defense 
economy the commercial banking system 
might be ‘considered justified in con- 
tinuing to operate more or less on a 
business-as-usual basis. 

The pressure of a sharply expanded 
armaments program, and the fear that 
this country’s active participation in the 
war is more than a remote contingency 
is bringing home to commercial bankers’ 
as to business in general, the realization 
that a war economy and a more-or-less 
business-as-usual economy cannot func- 
tion at the same time. The commercial 
banking system has an important part 
to play in this war economy; but one 
that will call for an infinitely greater 
contribution and that will involve more 
serious sacrifice than has thus far been 
involved in our short-of-war defense ef- 
fort. The part that the commercial 
banking system will be called upon to 
play can be more clearly visualized after 
a survey of the problems of monetary 
Management in a war economy. 

Under a program of sharply expanded 
defense expenditures the policies of the 
monetary management authorities must 
be directed to the attainment of two 
primary objectives: (1) Assuring ade- 
quate financial assistance to every avail- 
able defense sub-contractor, sub-sub- 
contractor, etc., and (2) financing the 
required armament production at a rea- 
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By A. Philip Woolfson 


sonable cost to the Government and 
without inducing a war commodity price 
boom. The chairman of the Board of 
Governors of the Federal Reserve Sys- 
tem, referring to the broad field of eco- 
nomic policy in this emergency period, 
recently stated, at a hearing of the House 
Banking and Currency Committee, that 
“the most important aim of public 
policy on the economic front, next to 
procuring maximum production, is to 
dampen civilian demand for goods 
which cannot be produced in sufficient 
quantities.” 

The current widespread discussion of 
the imminence of a war commodity price 


‘‘The pressure of a sharply ex- 
panded armaments program and 
the fear that this country’s ac- 
tive participation in the war is 
more than a remote contingency 
is bringing home to commercial 
bankers, as to business in gen- 
eral, the realization that a war 
economy and a more or less busi- 
“mess-as-usual economy cannot 
function at the same time,’’ says 
the author of the accompanying 
article. 

Dr. Woolfson, a frequent con- 
tributor to THE BANKERS 
MAGAZINE, is a member of the 
New York Bar, and author of 
the recent book ‘‘M-Day: Bank- 
ing and Finance.’’ 





**‘The contribution that the 
commercial banks can readily 
make toward the prevention of 
a spiraling price rise is of sig- 
nificance. It should take the 
form of a combination of the 
following measures: (1) Limit- 
ing new lines of credit to de- 
fense and essential civilian re- 
quirements; (2) discouraging 
collateral loans for speculation 
in the security markets, in real 
estate and in commodities; (3) 
more cautious policy in grant- 
ing loan renewals, particularly 
where funds have been used for 
inventory accumulation; (4) re- 
stricting new bank investment 
to new issues of Government ob- 
ligations.’? 


boom should not lead us to overlook 
the fact that the most important imme- 
diate problem is the attainment of a 
high level of armaments productivity, 
and that a sound monetary policy can 
aid in reaching this objective. The cost 
of financing the required production can 
be kept at a reasonable level and the 
inflationary effects of the required credit 
expansion can be limited if the banks 
themselves restrict their loan and invest- 
ment programs to defense and essential 
civilian requirements. 

In so far as the Federal Reserve Board 
has control over the loan and invest- 
ment policies of the commercial bank- 
ing system, steps have been taken that 
aie intended to limit inflationary reper- 
cussions on the general commodity price 
level that would result from unwar- 
ranted expansion of commercial bank 
credit. The recent reduction in member 
bank excess reserves and the regulations 
directed to the curtailment of instal- 
ment credit have been steps in this di- 
rection. Additional measures that may 
be taken at some date in the future 
would include further substantial in- 
creases in member bank reserve require- 
. ments, and a direct limitation on the 
volume of bank credit that may be ex- 
tended to financing non-essential pro- 
duction and trade. 
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Excess Reserves 


It is generally assumed that the most 
effective weapon of credit control, if in- 
flation is to be prevented, would be a 
very substantial reduction in the volume 
of member bank excess reserves. We 
still do not know, however, how exces- 
sive our excess reserves are for a war 
emergency period of uncertain duration, 
nor how serious is their inflationary po- 
tential. To say that a volume of bank 
deposits outstanding in this emergency 
period of 20 per cent or 40 per cent in 
excess of the volume of bank deposits 
outstanding in 1929, or in excess of 
the volume outstanding in the fall of 
1939, should be considered inflationary, 
and therefore undesirable, would be to 
apply the criteria of a business-as-usual 
economy to a war economy. The ques- 
tion whether the commercial banks 
should be permitted to expand the vol- 
ume of bank credit by, say, an addi- 
tional 10 or even 20 billion dollars may 
not be answered simply by the fact that 
in some period in the past such an in- 
crease in the outstanding volume of 
bank credit had inflationary repercus- 
sions. 


An Example from the Past 


Take for example the period of the 
nineteen-twenties. In the period from 
1922 to early 1928 the commercial 
banks experienced a 1314 billion in- 
crease in deposits and a 141% billion 
increase in loans and _ investments, 
created on a basis of six hundred mil- 
lions increase in reserves. This expan- 
sion in bank credit did not result in 
an inflationary spiral in commodity 
prices, such as was experienced in the 
first World War period. What did hap- 
pen however, was that part of this credit 
expansion went into unsound uses, in- 
cluding bank real estate loans, bank in- 
vestment in speculative bonds, stock and 
bond collateral loans, so that an in- 
flated level in the value of real prop- 
erty and speculative securities de- 
veloped. At the same time this expan- 
sion in bank credit did contribute to a 
substantial increase in the general vol- 
ume of business. We do not know how- 
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BEDFORD, VAUX- 
HALL and other 


ever how large an increase in the vol- 
ume of outstanding commercial bank 
credit would have been required to at- 
tain the level of business activity of the 
late nineteen-twenties, if the volume of 
unsound bank credit going into specula- 
tive uses had been restricted. 

In the present emergency sound mone- 
tary policy requires that there be out- 
standing a volume of commercial bank 
credit that will contribute to the attain- 
ment and maintenance of the volume of 
production required by a sharply 
stepped-up armament program. It is the 
function of the monetary management 
authorities to estimate the volume of 
bank credit needed, and it is the busi- 
ness of the commercial banks to see that 
the requisite volume of bank credit is 
forthcoming. How large an expansion 
in commercial bank credit must ulti- 
mately develop would seem to depend 
on three factors. 

1. The volume of new government defense 
financing that will have to be absorbed 
by the commercial banks. 

2. The volume of new commercial bank 


loans required by defense and essential 
civilian borrowers. 


GENERAL MOTORS ACCEPTANCE CORPORATION 
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foreign made automotive vehicles. 

The business consists of invest- 
ments in self-liquidating credits, 
widely diversified as to region 
and enterprise, capital employed 
being in excess of $80,000,000. 

In obtaining short term accom- 
modation, GMAC issues one stan- 
dard form of note. This obliga’ 
tion it offers to banks 
and institutions, in 
convenient maturities 
and denominations at 
current discount rates. 





BRANCHES IN PRINCIPAL CITIES 


3. The volume of existing commercial 
bank credit now employed in non- 
essential fields that can be diverted 
to defense requirements. 


The -volume of new government de- 
fense_ financing that the commercial 
banks will be required to absorb in this 
war emergency period depends on two 
factors: (1) The aggregate amount of 
funds which the Government must raise 
by borrowing to pay for the armaments 
program, and (2) the amount of funds 
which the Government can borrow from 
current and accumulated savings. As- 
suming that government armaments ex- 
penditures for the two years 1942 and 
1943 amount to no more than 50 billion 
dollars, and that one-half of the funds 
required are obtained through taxation, 
and one-half through borrowing, then 
the amount of new government defense 


borrowing for the next two years would . 


be 25 billion dollars. 


If we assume further that one-half - 


of the funds to be borrowed will be met 
out of current and accumulated savings, 
by individuals, trust funds, business cor- 
porations, savings banks, insurance com- 
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panies, etc., the commercial banks would 
be required to increase their investment 
portfolios by 12.5 billions in the years 
1942-43. These estimates may of course 
’ be far out of line with the ultimate de- 
velopments; but in the light of our de- 
fense requirements and the progress of 
the defense savings program to date 
they would seem to be conservative. 
They do suggest that monetary policy 
in a war economy should look to an ex- 
pansion of bank credit adequate to 
finance the extraordinary requirements 
of an all-out effort. 


How Much Bank Credit? 


It is not possible to estimate how sub- 
stantial a volume of commercial bank 
credit will have to be advanced directly 
by the commercial banks to provide the 
necessary working capital of every po- 
tential subcontractor required for the 
armament program. In the past two 
years the commercial banks have ex- 
perienced a very substantial increase in 
their loan portfolios, but of which prob- 
ably not more than half was absorbed 
by defense contractors and subcon- 
tractors. To the extent that currently 
outstanding loans for non-essential pur- 
poses are curtailed and the funds di- 
verted to armament producers, the vol- 
ume of new bank credit required will 
be lessened. There are, however, two 
factors which are unnecessarily restrict- 
ing the required growth in commercial 
bank armaments loans: (1) The fear of 
the bankers of further substantial in- 
creases in reserve requirements, and 
(2) the bankers own fetish of liquidity, 
which prevents the granting of loans to 
firms whose credit standing failed to 
justify such lines of credit in the busi- 
ness-as-usual era. Both factors, in so 
far as they are influential in restricting 
production, are worthy of consideration 
by the monetary management author- 
ities. The British have not let any fear 
of inflation curtail the volume of bank 
credit extended for working capital and 
other purposes to the war industries. 
‘Nor have they permitted any business- 
as-usual banking standards to prevail 


against the urgent needs of war business 
for financing. 

If war economy monetary manage- 
ment in this country follows the British 
pattern, the commercial banking system 
will find their loan portfolios consisting 
of an ever increasing volume of loans 
to essential industries, and an ever de- 
creasing volume to the non-essential and 
less essential. If legislation is enacted 
to provide for insured bank loans to 
small business firms in the interim 
period from non-defense to defense pro- 
duction, as a solution for the priorities 
unemployment problem, the required ex- 
pansion of commercial bank credit will 
more than offset the anticipated reduc- 
tion in non-essential bank credit out- 
standing. 

The price-control powers to be given 
the Office of Price Administration under 
legislation now being considered by 
Congress will, when exercised, have an 
important restraining influence on in- 
flationary price developments—of in- 
finitely more significance than any re- 
duction in member bank excess reserves. 
Monetary control measures should 
therefore properly be considered as com- 
plementary inflation control measures 
subordinate to direct price control 
through the establishment of price ceil- 
ings. The contribution that the: com- 
mercial banks can readily make toward 
the prevention of a spiraling price rise 
is, however, of significance. It should 
take the form of a combination of the 
following measures: (1) Limiting new 
lines of credit to defense and essential 
civilian requirements; (2) discouraging 
collateral loans for speculation in the 
security markets, in real estate and in 
commodities; (3) more cautious policy 
in granting loan renewals, particularly 
where funds have been used for inven- 
tory accumulation; (4) restricting new 
bank investment to new issues of Gov- 
ernment obligations. Drastic restriction 
in the lending and investing powers of 
the commercial banking system, as an 
inflation control measure, would not 
seem to be necessary if the objective is 
to prevent an expansion of undesirable 
or non-essential loans and investments 
by the commercial banking system. 
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Dealers in Municipal Bonds 


The Chase offers correspondents a well rounded service 
in this type of investment. Inquiries from banks will 


receive the personal attention of experienced officers. 


Bond Department 


THE CHASE NATIONAL BANK 


OF THE CITY OF NEW YORK 


Member Federal Deposit Insurance Corporation 
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Kansas City Bank 


Builds Parking Garage 


By Lon Fanald 


HE Commerce Trust Company of 
Kansas City, Missouri, is one of 
the two banks in United States who 
have solved their parking problem by 
building an adjacent parking garage. 
A year ago the Commerce began con- 
struction of a four-story modern park- 
ing garage on a corner location adjoin- 
ing their own banking home. The 
building was completed in ten months 
and is called the Commerce Garage. 
The first floor is leased to shops and 
for business offices. The top three 
floors comprise the garage, which was 
leased to an experienced garage opera- 
tor with the understanding that the 
bank was to furnish free parking for all 
of its customers and was to pay the 
operator for this parking at the regular 
rate. 
A viaduct joins the garage and the 
main floor of the bank. In the arcade 
are to be found convenient paying and 


receiving windows for the transaction of 
ordinary business. A customer does not 
have to go into the main section of the 
banking quarters to make deposits. 


When a bank customer parks in the 
garage, he is given a parking slip. This 
slip is presented at the teller’s window 
and is stamped with the date; hour and 
minute. The slip, stamped, is then re- 
turned to the garage as payment for the 
parking fee. Each customer of the bank 
is allowed 20 minutes free parking. 

The parking fee is 10c for 20 minutes. 
If the customer desires additional park- 
ing time over the 20 minutes, he pays 
for it himself. 

The Commerce parking garage does 
not handle any general repair work. Car 
washing and minor repairs are handled 
for parkers. 

The plan has not been in operation 
long enough to determine 
the exact costs or benefits 
to either the bank or the 
garage, but so far it has 
been a great advertising 
success. As a _ conven- 
ience to bank customers, 
the adjoining parking 
garage, with 20 minute 
free parking to customers, 
is growing in popularity 
daily. Both of the metro- 
politan newspapers have 
given repeated mention to 
the idea and there has 
been considerable _ edi- 
torial comment on _ the 
service and its conven- 
ience. 
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The Future of the 


Gold Standard 


By W. Redelmeier 


INCE his arrival on this continent 
the writer has frequently been asked 
by old friends in the United States 

and by bankers and men engaged in the 
gold industry in this cuontry: What will 
become of gold and the gold standard? 

When trying to find an answer to this 
question the writer has invariably felt 
that the question is wrongfully formu- 
lated. A European banker, if he takes 
some interest in currency problems, can 
try to weigh the advantages of the old 
gold standard against its disadvantages; 
he can comment on the “commodity 
standard” if he understands its theories; 
he can contrast the gold standard with 
the system of foreign exchange and price 
control; he can stress that before 1914 
the gold standard was far from being 
a uniform standard, and that its break- 
down was due not to “force majeur” 
but to human errors; finally, he can 
conclude that the gold standard in its 
old form can not be restored, but that 
a new gold standard can be devised 
based on new working methods, and 
that its effects on social peace and in- 
ternational codéperation need not neces- 
sarily be less beneficial than the effects 
of the old gold standard. 

But this is not the answer which prac- 
tical men expect, nor is it a straight an- 
swer to a straight question. 

The gold standard is in the midst of 
a crisis—the only real crisis in its his- 
tory, Because it is nothing less than a 
moral crisis in which its principles are 
at stake. Past experience is of no help 
in forecasting the outcome of this crisis, 
hecause the outcome depends on the 
will of men whose ideas of governing 


are different from those prevailing in 
the 19th century when the gold standard 
was evolved. However, one prognosis 
can be made with a fair amount of ac- 
curacy: if the United States Government 
is prepared to take the lead in restoring 
a gold standard and in so doing chooses 
the proper time and the proper methods, 
a gold standard can be restored, first 
on national and then, in God’s good 
time, on international grounds. If, on 


The accompanying article is 
reprinted, with permission, from 
the author’s recent book entitled 
‘‘The Gold Standard,’ pub- 
lished by the MacLean Publish- 
ing Company of Toronto, Can- 
ada. 

Mr. Redelmeier, who is now 
living in Canada, has a wide 
knowledge of European banking, 
of monetary history and of the 
politico-economic events which 
have changed the face of the 
world in the past quarter cen- 
tury. He became familiar with 
banking and currency problems 

‘during the last thirty years in 
three of the most important 
European centers, London, An- 
twerp and Amsterdam. 

In this article, which is one of 
the chapters from his book, he 
considers the future of the gold 
standard. 
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the other hand, the United States Gov- 
ernment does not take the lead or does 
not choose the proper time or the proper 
methods, the gold standard faces the 
risk of becoming definitely a currency 
system of the past, because gold is al- 
ready facing the risk of becoming a 
value of the past. It would be a fatal 
mistake to see the situation in a differ- 
ent light. 


Is U. S. on Gold Standard? 


Is the United States at present not 
actually on the gold standard? Many 
people may ask this question, not with- 
out surprise. The Federal Reserve Bank 
itself has raised the question. “Perhaps 
the most important difference between 
our present arrangement,” says the Fed- 
eral Reserve Bank in one of its recent 
monthly publications, “and the gold 
standard as we used to know it is the 
fact that the price of gold and the Treas- 
ury’s willingness to buy it are not guar- 
anteed by law, but are discretionary.” 


" “Were the restoration of the gold 
standard to depend only on a law which 


would supersede the discretionary pow- 
ers of the Treasury and restore the legal 
price of gold, the diagnosis of the Fed- 
eral Reserve Bank would be most en- 
couraging. Such a law, however, would 
not be sufficient to restore the gold 
standard. “Discretionary powers” would 
have been regarded as incompatible with 
the gold standard in its classic period. 
Currency laws, however, have under- 
gone more changes during the last 
twenty-five years than during the pre- 
ceding seventy-five years. It is there- 
fore not unnatural that today the man 
in the street is hardly aware of the dif- 
ference between law and discretionary 
powers, and indeed it seems to be almost 
immaterial whether the gold price is 
fixed by law or by discretionary powers. 
The gold standard, in the writer’s opin- 
ion, can work under discretionary 
powers in spite of the obvious short- 
comings of such an arrangement, but it 
cannot work under restrictions which ex- 
elude free import, free export, and free 
circulation of gold, and which make the 
possession of gold unlawful. Discre- 
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tionary powers will lose their raison 
d’étre as soon as the free circulation of 
gold is re-established, because there will 
be no further incentive for the Govern- 
ment to maintain them. Restrictions, 
however, which are incompatible with 
the nature of gold are also incompatible 
with the nature of the gold standard. 

The reason for not fixing the gold 
price by law and for keeping the ulti- 
mate foreign exchange parities in sus- 
pense can of course be the desire to use 
gold and the foreign exchange price as 
a competitive weapon for foreign trade 
after the war—as the often-quoted “club 
behind the door.” Small nations de- 
pendent on foreign credits and sensitive 
to foreign prices may be forced to fol- 
low such a policy of suspense. For a 
great nation—and the only nation to 
which the world can look for leadership 
—it would appear a dubious policy to 
subordinate the total internal relation- 
ship between creditors and debitors to 
some expected advantages in foreign 
trade which, moreover, may prove to be 
an illusion. Competitor countries have 
learned to grant subsidies to their ex- 
porters without changing the foreign 
exchange parities, and in so doing to 
make use of methods with which the 
United States will have no desire to 
compete. 


The Gold Situation 


Before continuing let us first take 
stock of the gold situation. The United 
States Treasury owns about $22 billion 
of gold. The causes which led to this 
accumulation are by now so well-estab- 
lished that they need hardly be dis- 
cussed. The United States did not “cor- 
ner most of the gold stock of the world” 
as an American statesman* declared last 
year. The motive behind a “corner” is 
speculation. Men who “corner” want 
to make a commodity which everybody 
needs so scarce that they can monopo- 
lize it and dictate its price. There is 
no sense in cornering a commodity 
which nobody wants. However, gold is 

*Herbert Hoover in his address at the Bi- 
Centennial Celebration of the University of 
Pennsylvania, September 14, 1940. 
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no longer generally wanted, the same 
statesman intimated in his address, and 
“few nations will want to give up use- 
ful commodities” for gold. This is a 
contradiction in terms. 

Besides the comparatively small 
amount of gold remittances which were 
sent from Europe on trust, by far the 
greater part was shipped to the United 
States to meet obligations and to pay 
for American goods, both of which 
meant paying for American labor and 
services. It is hardly conceivable that 
the Treasury could have refused to ac- 
cept in gold what was due to the coun- 
try in gold. Internally, a refusal to re- 
ceive gold or even the slightest hesi- 
tancy in paying the price of $35 would 
have caused new monetary disturbances 
in times when money required a period 
for consolidation. Externally, the gold 
policy of the Treasury is an inseparable 
part of the foreign policy of the nation. 
A great nation embracing all races, 
founded on the principle of the equality 
and loyalty of all its citizens irrespec- 
tive of their racial bonds and former 
national backgrounds, must clash with 
the Nazi doctrine of “blood and soil” 
and discrimination—a doctrine which 
claims and aggressively propagates that 
only those nations have a right to an 
independent life and national unity 
which have one and the same racial 
roots and historical backgrounds. The 
policy of the United States Treasury to 
buy gold in unlimited amounts at the 
fixed price of $35 an ounce will go 
down in history as one of the decisive 
factors in overcoming the crises of the 
war until the time was ripe for the 
Lease-Lend Bill. 

What appears to be inconsistent with 
this clear-cut policy is the treatment 
which gold itself has been undergoing 
within the United States. Gold restric- 
tions may have been forced upon the 
Treasury by the events of 1933, but they 
became incomprehensible once the dol- 
lar was again on solid ground and when 
it became evident that gold would move 
and go on moving in one direction only 
—from every part of the world to the 
United States. Gold restrictions in the 
face of an accumulation of $22 billion 
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‘‘The gold standard is in the 
midst of a crisis—the only real 
crisis in its history, because it is 
nothing less than a moral crisis 
in which its principles are at 
stake. Past experience is of no 
help in forecasting the outcome 
of this crisis, because the out- 
come depends on the will of men 
whose ideas of governing are dif- 
ferent from those prevailing in 
the 19th century when the gold 
standard was evolved.’’ 


of gold and a simultaneous world-wide 
change in the gold mentality—a change 
for which there exists no precedent— 
indicate that on this continent, too, men, 
to an increasing extent, have become 
used to thinking in conventional eco- 
nomic and financial terms rather than 
acting with an intuitive knowledge of 
changing human nature—and acting 
swiftly—instead of postponing action 
until “something has happened.” This, 
during the last twenty years, has led to 
the tragedy of more than one of the 
European democracies. 


How Gold Derives Its Value 


The gold standard is a currency sys- 
tem, hut gold is a psychological phe- 


nomenon. Restrictions which neglect 
such phenomenon are detrimental to 
gold, and hence to the gold standard. 
What is the psychological phenomenon 
which gives gold its power? Gold is 
not of immediate usefulness in human 
life like food, shelter, coal, clothing, elec- 
tricity. transportation, or the weapons 
for defense, but is of imponderable 
value only. Gold derives its value from 
the fact that at an early stage in history 
human skill] transformed it into eternal 
and indestructible beauty, and at a later 
stage—when everybody wanted it be- 
cause everybody else wanted it—into 
currency systems by setting it in circu- 
lation all over the world in the form 
of coins. 

The beauty of gold has been mani- 
fest from time immemorial in the Far 
East and in the Near East in the images 
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*‘A country where thirty-six 
million men and women own 
bonds, stocks and bank deposits 
worth ten times the amount of 
the stock in gold, has a practi- 
cally unlimited power of absorp- 
tion of gold—provided the Gov- 
ernment wants to circulate gold 
and takes proper steps to influ- 
ence the public in that direc- 
tion.’’ 


of the gods, in the Temple in Jerusalem, 
in the statues of Saint Mary and the 
Saints, in ancient and medieval crowns 
of Sovereigns and the coins bearing the 
sign of their sovereignty, and in the 
plates and ornaments of rich burghers. 
Gold has been part of the religious and 
spiritual life of more than a hundred 
generations of men, women, and chil- 
dren in all walks of life. It has found 
its way into the sagas, the literature, 
and the work-a-day life of peoples as 
something transcendental as well as ai- 
tainable—the dance around the Golden 
Calf, the old Greek legends of King 
Midas and the Golden Fleece, the golden 
age of the Romans (in contrast to the 
silver and iron ages), the myth of the 
Rhinegold, the treasures of the Incas, 
the obsession of the alchemists, the ad- 
ventures of the Gold Rush, and many 
more. Gold will not cease to excite the 
imagination of men as long as it adds 
mystery to the visible—but visible it 
must be, and not only visible but omni- 
present. 

The writer feels somewhat embar- 
rassed in having to take refuge in the 
historical and romantic background of 
gold in our mechanical and enlightened 
age. However, it cannot be helped, the 
fact has to be recognized that this was 
the background of gold when it circu- 
lated freely in all countries, and when 
this freedom—and this freedom only— 
was the basis for the best currency sys- 
tems, soberly and methodically set up, 
which the world has yet seen. It was 
nothing less than this “romantic” aspect 
of gold which after a long evolution led 
to the grandiose development of the gold 


480 


industry—and the accumulation of $22 
billion of gold in the United States with 
more to come. A Government which 
hides gold from the human sight and 
removes it from the human touch must 
realize that it destroys the only value 
gold possesses—its imponderable value. 
This is what devaluation or demonitiza- 
tion of gold means. Close the Art Gal- 
leries, forbid the public to see pictures, 
and pictures will cease to fulfill their 
purpose. No assurance, however au- 
thoritative, that the pictures exist, that 
they are safely locked up, and that they 
may one day find buyers abroad, can 
make them fulfill their purpose to in- 
spire man, which is the avocation of art. 
The facts speak for themselves. 


Before 1914 


Before 1914 the international gold 
standard, functioning in all cizilized 
countries, maintaining internal currency 
order and assuring external codperation, 
was backed by a total world stock of 
gold amounting to not more than $5 
billion.* 

In 1932, one of the most critical years 
in modern economy—the year between 
the suspension of gold payments in 
Britain and the United States—states- 
men and economists were of the opinion 
that the gold stock of the world, amount- 
ing to $12 billion,t was not adequate 
to re-establish the status quo ante 1914. 
The gold “blanket” was considered too 
short. 

In 1941, the United States Treasury 
owns $22 billion of gold.t For the 
first time in its history gold has become 
a source of anxiety to the American peo- 
ple on one side, and an object for 
assault—almost of contempt—to large 
parts of the continent of Europe on the 
other side. Those Americans who give 
some thought to what, during the last 
years, has become an embarrassing sub- 
ject, believe that the huge accumulation 
of gold in their country has led to an 
exchange of useful American goods 
against a useless metal, and those who 


*At the price of $20.67 an dunce, not in- 
eluding gold in circulation and in hoards. 

+At $20.67 an ounce. 

tAt $35 an ounce. 
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observe the tremendous bank reserves 
created by the inflow of gold see in gold 
a threat of inflation. Professor Plumptre 
sums up popular sentiment by saying: 
“By now the ordinary man has prac- 
tically forgotten what a gold coin looks 
like and he doesn’t care if such a thing 
exists.” True as the picture is, the words 
contain a severe criticism. Economists 
appear to have resigned themselves to 
the actual state of things. They doubt 
that gold will ever again become an 
internal circulating medium, and seem 
to be bent on proving that instead gold 
will again play its role as an interna- 
tional medium of exchange. Such hopes 
cannot at present be shared by those 
who realize the fundamental changes 
which have taken place—not only in 
Europe but also, by the force of events, 
in the gold-producing countries them- 
selves. And, incidentally, in the face of 
a hostile propaganda against gold, it 
would appear a wrong tactic to loudly 
proclaim the expectation that some other 
countries must sooner or later be in- 
duced to take the gold because the 
United States is anxious to get rid of it. 
There exists only one way—and one way 


only—which will ultimately lead again 
to the general international use of gold, 
and that is to restore its value first in 
the greatest market that ever existed—in 
the hearts and minds of 130 million 
Americans, and, once restored, to main- 
tain such value by sound means and 


conservative methods. This market 


would be unconquerable. 


Public Support Needed 


The United States Government can of 
course buy gold by decree at $35 an 
ounce (and it does not lack the means 
with which to pay for it), but no Gov- 
ernment can create values or maintain 
values without the voluntary support of 
the people. No law can override human 
instincts, and no Government can fix 
minimum prices for any length of time 
—not even for the necessities of life. 
Minimum prices can always be moti- 
vated by the interest of a certain group 
of the population or—as in the case of 
the gold price—by the interest of the 
whole population. In reality, they make 
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**Economists may be in a posi- 
tion to forge the present state of 
things into a ‘system’ and to 
analyze it scientifically in ten 
or twenty years when the pres- 
ent crisis may show signs of be- 
longing to the past. But as long 
as the emergency lasts and as 
long as it makes improvising and 
experimenting unavoidable, it 
would be daring to call the coali- 
tion of emergency methods a cur- 
rency system.’’ 


an abnormal situation appear normal 
and tend to postpone corrective action. 

The resumption of specie payment has 
already been suggested by some emi- 
nent bankers in the States, and particu- 
larly by the chairman of one of the lead- 
ing American national banks. The sig- 
nificance of his suggestion, in combina- 
tion with other monetary measures, has 
not been recognized; the suggestion has 
been either ignored or somewhat cas- 
ually objected to on the grounds that 
the circulation in the States would not 
“absorb” gold coins. $500 million, it 
was contended after “careful calcula- 
tion,” would be the utmost the American 
circulation could eventually absorb. It 
is true that gold coins may not at first 
appeal to a public which has been 
estranged from gold and has become 
used to other methods of payment. This 
situation, however, cannot be corrected 
by abandoning the idea of circulating 
gold, but only by reforming the methods 
of payment in order to preserve the tre- 
mendous national asset vested in $22 
billion of gold, an asset, moreover, 
which the United States Government 
must go on considering as the potential 
instrument for the reconstruction of or- 
derly international currency systems. 
The problem of the gold circulation can- 
not be approached from a statistical 
angle; it can only be solved by deter- 
mined political action in combination 
with practical as well as modern 
methods. A country where thirty-six 
million men and women own bonds, 
stocks, and bark deposits worth ten 
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times the amount of the stock of gold, 
has a practically unlimited power of 
absorption of gold—provided the Gov- 
ernment wants to circulate gold and 
takes proper steps to influence the pub- 
lic in that direction. 

The fact that American bankers have 
taken up the issue is logical. A port- 
folio of Government bonds to the extent 
of 30, 40 or 50 per cent of their liabil- 
ities may shift the ultimate responsi- 
bility as to the liquidity of the banks 
to the Government, and may appear to 
relieve the banks of any responsibility 
as to the future purchasing power 0/ 
their individual deposits. But such an 
investment policy, whatever its roots, 
cannot relieve the banks of their moral 
responsibility to maintain on their part, 
as far as is humanly possible, the pur- 
chasing power of the national assets with 
which they are entrusted. The reign of 
the gold standard should have taught 
the world the timeless lesson that de- 
posit banks are and must always remain 
co-guardians of the currency, and no 
modern theory can relieve them from 
such guardianship. It is inconsistent 
with this lesson to eliminate banks from 
the only sphere in which they can exer- 
cise their legitimate influence. In times 
of modern banking it must be consid- 
ered a national calamity if banks be- 
come estranged from their Government, 
and the Government from the banks. If, 
moreover, a nation, at a critical hour in 
history, is entrusted with a world-wide 
mission, the effects of such estrangement 
may be noticeable far beyond its fron- 
tiers. 


Resumption of Specie Payment 


The resumption of specie payment in 
the United States will be a decisive step 
in restoring a gold standard nationally, 
but it should be clearly understood that 
what would be restored would not be the 
gold standard as the world used to know 
it. In the present emergency free gold 
gold circulation can neither establish 
nor maintain the price level which is 
deemed desirable or necessary by the 
men who are responsible for the arma- 
ment program. Still less can it con- 


tinually adapt prices of individual com- 
modities and manufactured articles to 
the requirements of a political or mili- 
tary character which are bound to un- 
dergo swift and vehement changes de- 
manding quick decisions. Prices today 
are political prices, which were not only 
unknown under the gold standard but 
were incompatible with the old system. 
To safeguard political prices, political 
measures are necessary. They involve 
an organization for the control of wages 
and prices combined with the safeguard- 
ing of the principles of a sound cur- 
rency. How far a Government can go 
in fixing prices and living on deficits 
depends on its strength, wisdom, and 
expediency, and on whether its policy 
is convincingly demonstrated—but not 
on currency principles alone. What the 
principles of sound currency involve un- 
der present circumstances is laid down 
in the Report presented to the Congress 
of the United States by the Board of 
Governors of the Federal Reserve Sys- 
tem on January 1, 1941, in a document 
of almost classic lucidity. The regula- 
tion of wages and prices has been en- 
trusted to a separate organization, the 
Office of Price Administration and 
Civilian Supply. 

Economists may be in a position to 
forge the present state of things into 
a “system” and to analyze it scien- 
tifically in ten or twenty years when the 
present crisis may show signs of belong- 
ing to the past. But as long as the 
emergency lasts and as long as it makes 
improvising and experimenting unavoid- 
able, it would be daring to call the 
coalition of emergency methods a cur- 
rency system. Money in the present 
emergency can only be managed by 
dealing with human passions, by daily 
compromises, by strong as well as prac- 
tical methods, and by fighting those who 
oppose for political reasons or for oppo- 
sition’s sake—but not by the orthodox 
currency principles of old times which, 
happily, are still alive in the minds of 
conservative men. Their time will again 
arrive. The present crisis, however, no 
matter in what field of political, eco- 
nomic, diplomatic, or military activity, 
cannot be solved by orthodox principles. 
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The Present Emergency 


The role which gold is to play in the 
present emergency is clear. It must 
demonstrate far and wide that in the 
United States political prices are gold 
prices, and it must serve notice to the 
world that the United States has taken 
up the challenge against gold and that, 
as the first visible consequence, gold is 
no longer buried as a dead treasure. The 
gold policy must steer between two 
cliffs; it must avoid the Scylla of psy- 
chological devaluation of gold and the 
Charybdis of devaluation of the other 
media of exchange—remembering the 
old experience that bad money drives 
out good money. In the United States, 
from where money cannot be “driven 
out,” this would mean that people would 
hoard too great a portion of the newly 
circulated gold. The former is the new 
danger; the latter is an old risk against 
which the Federal Reserve Board has 
issued its warning by laying down a 
conservative program. If this warning 
is ignored the period of ultimate cur- 
rency reconstruction may be as difficult 
as the conflict itself. And yet, weigh- 
ing these two risks, the former, as things 
stand, should at present be considered 
the greater. Of course no sensible per- 
son would contend that free gold circu- 
lation must be restored today or tomor- 
row because next week or next month 
may be too late. It is impossible to 
prophesy at what time waiting will be- 
come critical to the point that the mod- 
ern generation, under the influence of 
the anti-gold theories, will definitely re- 
fuse to respond to the type of value 
which gold represents. But it is safe 
to say that if a Government which is 
engaged in warfare in every part of the 
continent of Europe can devise destruc- 
tive methods against gold and the gold 
standard—then a country which is not 
yet engaged in actual warfare should be 
able to devise constructive methods for 
the defense of the system and all that it 
stands for. Should gold actually be- 
come devalued, no historian or econo- 
mist would be justified in speaking 
retrospectively of an “inevitable human 
trend” or of “force majeur.” 

In the introductory remarks of the 
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**No matter how other coun- 
tries or continents may in future 
organize their currencies and 
try to carry on their foreign 
trade, the American dollar can 
become the international gold 
standard to the extent that the 
American nation wants to make 
the dollar the international gold 
standard.’ 


chapter dealing with the gold standard 
it was said that “the underlying prin- 
ciples and provisions of the gold stan- 
dard consist of two groups, those which 
concern gold and those which do not 
concern gold.” Whilst the former are 
rigid—irrespective of changing politi- 
cal concepts—the latter are flexible. The 
fact that they are flexible is, during the 
period of transition, an encouraging in- 
dication that a gold standard can be 
restored by employing methods suitable 
for the emergency in lieu of methods 
suitable for peaceful progress. Ulti- 
mately, there can be no doubt, the cur- 
rency must again be linked to the “neces- 
sities of life” in‘a more direct form and 
to a greater extent than is possible 
today. 

The writer has dealt with the prin- 
ciples concerning gold—the interna- 
tional aspect of the gold standard. It 
is beyond his competence ‘to deal with 
the principles which do not concern 
gold—money and price control, and 
other Governmental provisions—in short 
the internal political aspect of the 
American gold standard. 


What Are the Prospects? 


What then will be the prospects for 
an international gold standard if the 
United States restores free circulation of 
gold, and thus restores and preserves 
throughout this crisis the most essential 
prerequisite of the old gold standard? 
No man who has seen the changes in the 
life and ideas of individuals and nations 
during the last thirty years would dare 
to make any forecast as to when and by 
what methods an international gold 
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standard can be reorganized along the 
old lines to which we still instinctively 
cling. What H. A. L. Fisher says of 
human destiny applies also to human 
institutions: “We should recognize in 
their development the play of the con- 
tingent and the unforeseen.” But we 
can also endorse the conclusion at 
which this great historian arrives after 
having reviewed more than two thou- 
sand years of the history of mankind— 
that man is master of his fate. Men are 
certainly masters of their currencies. 
“A single country,” says the Federal 
Reserve Board, “obviously cannot be on 
an international gold standard.” This, 
in the writer’s opinion, is true only with 
certain reservations. Single countries 
the size of Holland, Switzerland, or 
Sweden, could not be isolated on an 
international gold standard even if they 
were nationally on the most orthodox 
gold standard; but Britain, between 
1822-1870, was the only country in the 
world which was on a gold standard, 
and sterling during those fifty years 
became increasingly the international 
gold standard. During this remarkable 
period, all countries which wanted to 
deal with Britain and her Colonies, or 
—when dealing with third parties— 
wanted to eliminate the risks to which 
their own currencies or those of their 
trade partners were exposed; merchants 
who wanted to trade in the innumerable 
world commodities which were quoted 
exclusively in sterling (because there 
was no world-wide confidence in any 
other currency); or bankers who 
wanted to float international loans or 
participate in them, had to contract in 
sterling and—what is still more im- 
portant—they were anxious to contract 
in sterling because sterling was the inter- 
national gold standard. The sterling 
area during the second half of the 19th 
century extended as far as from China 
over the continents of Asia and Europe 
to Portugal, and from the north of 
Europe to South America. National 
honor at that time meant meeting con- 
tracts regardless of the currency or the 
sacrifice involved, and contracts in 
sterling were the proof that both parties 
in the contract wanted a fair deal. No 
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historian, whatever his nationality or 
creed, can challenge this statement. 


Credits Alone Not Enough 


No matter how other countries or 
continents may in future organize their 
currencies and try to carry on their 
foreign trade, the American dollar can 
become the international gold standard 
to the extent that the American nation 
wants to make the dollar the interna- 
tional gold standards. But on its road 
to an international gold standard the 
United States will face one reality: no 
currency can be at par or at a new par 
with the American dollar unless it is 
either subject to the same restrictions 
or enjoys the same liberties as the 
American dollar. Currency liberties can 
only be restored by the United States, 
but it would be a mistake to expect that 
credits alone—important as they will 
be—can restore those liberties. 

The realization of this truth must lead 
—also in the field of post-war currency 
policy—to a far reaching co-operation 
between the Governments of the United 
States, Britain, Canada, and the other 
Dominions. Britain and her Dominions 
control more than 50 per cent of the 
world’s output of gold; but, what is 
more important in a chaotic world, the 
imponderable value of old and solid 
commercial experience and of the prin- 
ciples established by British financial 
leadership in world affairs—a leader- 
ship based on the freedom of all parties 
concerned—can only be saved by co- 
operative action. The role which Can- 
ada can play within this scheme is clear 
to those who try to learn from European 
history. History will not fail to repeat 
itself if men accept certain standards of 
the past, preserve them, and reshape 
their institutions accordingly. 


© 


“An all-out defense program is a job 
for mechanics, engineers and industrial 
executives to a much greater degree than 
has been the case in any previous war.” 
—Charles E. Wilson, President of Gen- 
eral Motors. 
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Conversion of Commercial 


Bank Funds 


A Plan to Provide for Liquidity and Flexibility of Funds 
and the Stabilization of Profits in Com- 
mercial Banking 


By H. E. ZARKER 


III 
A SPECIAL APPLICATION OF THE PLAN 


The Application of the Conversion of Funds Basis to 
“X” National Bank.—The balance sheet position of a cer- 
tain national bank, which for the purpose of this study will 
be known as the “X” National Bank, is shown in Exhibit A. 

Exhibit “A” 
“X” National Bank 
ASSETS 
Loans and Discounts (see Schedule A-1)................................... $1,895,000 
U. S. Govt. Securities (see Schedule A-2)................000 . 178,000 
State: amd Mermictaal Wee sci... csc Sei sh cdengictetesis ; 194,000 
Other Bonds, ete. (see Schedules A-3 and 4) 1,970,000 


Cash (see Schedule A-5) 972,000 
Other Resources (see Schedule A-6) 


Total Assets $4,803,000 


LIABILITIES 
Capital (see Schedule A-7) $ 300,000 
Surplad (see: Scheele: BAT yoo <5... is. .-siassneencseep ees caticepeente es . 250,000 
Undivided Profits (see Schedule A-7)................ 65,000 
Reserves (see Schedule A-7) 125,000 
Demand Deposits (see Schedule A-8) 1,245,000 
Time Deposits (see Schedule A-8) 2,818,000 


Total Liabilities $4,803,000 


NOTE: This is the third of a series of articles which started in the October 
number. The author is treasurer of the Princeton Bank & Trust Company of 
Princeton, N. J. 
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Note that the schedules referred to are a part of this study 
and not a part of the original statement. 

From this point forward analyses of the various assets 
and liabilities had to be made in order that their true condi- 
tion could be ascertained. As much detail will be eliminated 
from this study as clarity will permit. 


DISCUSSION OF BALANCE SHEET ITEMS 


Loans and Discounts.——The loans and discounts were 
carefully appraised with the result that paper totalling 
$40,000.00 was found to be definitely of a capital or fixed 
nature, liquidation of which was doubtful. This amount, for 
the purpose of adopting the conversion of funds basis— 
Exhibit I—was transferred to assets apportioned to their 
stockholders’ funds (see Schedule A-7). 

While the turnover of their loans and discounts could be 
increased considerably, the remaining volume was consid- 
ered sufficiently safe for inclusion in the conversion of funds 
allotment. Seventy per cent of the “Commercial and Other 
Loans” amounting to $555,000 was determined to be eligible 
for rediscount. The result of the survey is shown in 


Schedule A-1 herewith: 


ScHEpDuLE A-1 
“X” National Bank 
Composition of Loans and Discounts 


Loans and Discounts $1,395,000 
less Doubtful Loans (see Schedule A-7)...............0....00..000000000. : 40,000 


Qualifying Loans and Discounts $1,355,000 


Distribution 

Call Loans and Acceptances 

Secured by Marketable Collateral 

Secured by Other Good Collateral 

Commercial and Other Loans 

Prime First Mortgages 300,000 


$1,355,000 


U. S. Government Securities —It was found that public 
funds of $95,000.00 were secured by U. S. Government secu- 
rities totalling $100,000.00. These pledged bonds are set 
aside as protection for specific deposits, but as a rule are not 
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liquidated to pay them. Inasmuch as they are not for the 
benefit of the general deposit liability, they are transferred 
to the assets converted out of the total capital, surplus, undi- 
vided profits and reserves (see Schedule A-7). 

The remaining issues were of short maturity. 

Schedule A-2 reflects the result of the analysis: 


ScHepute A-2 
“X” National Bank 


Total U. S. Government Securities $173,000 
less amount pledged (see Schedule A-7) 


Amount free for Secondary Reserve 


State and Municipal Bonds.—This portfolio of $194,000 
was of high quality and comparatively short maturity. 
However, they were not spaced properly for the convenient 
rotation of these funds. This will be corrected either by 
switching if advantageous or at their maturity. 


Other Bonds, etc-—A tabulation of each issue of “Other 
Bonds” was made by classification and maturity and by 
Moody’s ratings. The Federal Reserve stock owned, and 
doubtful and defaulted securities were transferred to 
Schedule A-7 inasmuch as these assets do not qualify for 
inclusion in the investments converted from depositors’ funds 
nor are they available to pay the withdrawal of these funds. 

The result of the analysis of “Other Bonds, etc.” is 
shown in Schedule A-8 and A-4. 


Scuepute A-3 
“X” National Bank 

Composition of “Other Bonds, etc.” 

Other Bonds, etc $1,970,000 
less Doubtful Securities 

Federal Reserve Stock 98,000 
(see Schedule A-7) ————_ 
Available for Conversion $1,872,000 


Distribution 


Public Utilities (average maturity 18 yrs.)................:cccceeees $ 630,000 
Railroads (average maturity 20 yrs.) .........0..0c.0:ccceseeeceseeeeeeeees 800,000 
Industrials (average maturity 16 yrs.).............cc0cccccsceeeeeeeees 442,000 


$1,872,000 
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ScHEDULE A-4 
“X” National Bank 


Moody Ratings Public Utilities Railroads Industrials 
AAA 10% 12% 8% 
AA 20% 8% 15% 
A 20% 15% 15% 
BAA 45% 60% 62% 
BA 5% 5% _— 


100% 100% 100% 


Working papers listing these bonds by ratings, maturi- 
ties’ ete, are purposely omitted to conserve space. 


Cash—The $972,000.00 of cash as listed on their state- 
ment was arrived at as shown on Schedule A-5. 


Scuepute A-5 
“X” National Bank 
Analysis of Cash 
EN AE Tea ai les AREAS Se a Nia METRE Os Rear SPT SESE ips SR OE $150,000 
Due from Banks 372,000 
Legal Reserve .... 450,000 


$972,000 


Other Resources.—Investigation of this balance sheet 
item reflected the fixed assets of the bank which are trans- 
ferred to Capital Funds, Schedule A-7. Schedule A-6 
shows the breakdown of these items. 


ScuHEepuLe A-6 
“X” National Bank 


Analysis of Other Resources 


Bank Building, Furniture and Equipment $75,000 
Other Real Estate Owned (see Schedule A-7) 


$99,000 


Capital, Surplus, Undivided Profits and Reserves.— 
These four items listed on their balance sheet totalled 
$740,000. From this figure the deductions as shown in 
Schedules A-1, A-2, A-8, and A-5, amounting to $337,000, 
are subtracted, leaving capital funds available for invest- 
ment $403,000. 
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Details involved in arriving at these figures are reflected 
in Schedule A-7. 
Scuepute A-7 
“X” National Bank 


Determination of Available Capital Funds 

Capital $300,000 
Surplus 

Undivided Profits 

Reserves es 125,000 


Total Capital Funds $740,000 
Less Investments in— 
Doubtful Loans (From Schedule A-1) $ 40,000 
U. S. Govt. Obligations Pledged (From Schedule A-2) 100,000 
Doubtful Securities (From Schedule A-3) 80,000 
Federal Reserve Stock (From Schedule A-3) 18,000 
Other Resources (From Schedule A-5) 99,000 $337,000 


Available Capital Funds for Conversion $403,000 


Should the “available capital funds for conversion” 
figure be negative; that is, if the deductions from capital 
funds exceed total capital funds, the work-out problem is 


naturally intensified. This condition would have the effect of 
reducinig the total funds available for conversion and of actu- 
ally necessitating the inclusion of non-conforming assets 
such as sub-standard loans, securities and other real estate 
in the asset schedule for a temporary period of time. 


Demand and Time Deposits Available for Conversion.— 
Analysis of the general ledger of the bank revealed the 
segregation of their deposit liability as shown on Sched- 
ule A-8. 

A careful analysis of the 153 regular demand deposit 
accounts aggregating $772,166.00 and averaging slightly 
over $5,000 each, revealed exceptional stability and repre- 
sented accounts of prosperous directors, substantial stock- 
holders and able businessmen. These accounts are reviewed 
monthly, a comparatively simple operation inasmuch as they 
are earmarked for easy identification (and should any of 
them change their status as “regular” demand deposits, they 
are transferred to “special” demand deposits). Any excep- 
tionally large deposits to these accounts are studied for 
funds of a temporary nature. 
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Scuepute A-8 
“X” National Bank 
Analysis of Deposit Liability 
Demand Deposits 
Regular Demand Deposits 
‘Due to Banks 
Special Demand (Public Funds, etc.) Deposits 


Total Demand Deposits 
Time Deposits 
Savings Deposits 
Certificates of Deposit 
Special Time Deposits (Open Account) 


Total Time Deposits 


$1,050,000 


$1,245,000 


$1,862,000 
638,000 
318,000 


$2,818,000 


“X” National Bank 


ANALYSIS OF REGULAR DEMAND DEPOSITS 


% of Total Amount of 

Accounts Number Deposits Deposits 
890 41% $ 15,758 1.5% 
826 15 22,826 2.2 
304 14 89,520 3.8 
369 17 110,589 10.5 
130 6 89,141 8.5 
153 7 772,166 73.5 


2172 100.0% 


Size of Number of 


Balances 
Under $ 50 
$ 50—$ 100 
$ 100—$ 200 
$ 200—$ 500 
$ 500—$1000 
Over $1000 


% of Total 


Totals 100% $1,050,000 


Other Temporary Demand Deposits included one ac- 
count containing proceeds from an insurance policy await- 
ing investment; and three created by the distribution of a 
trust fund, 


SAVINGS DEPOSITS 


A similar study was made of Savings Deposits and at 
the time of the analysis the entire sum of $1,862,000 was 
found to consist of regular run-of-the-mill thrift accounts. 
(Since this plan has been in operation slightly over two 
years, a recent check-up revealed that they have since esti- 
mated that $105,000 of their present deposits will leave the 
bank when satisfactory investments can be made by the 
depositors owning them. Therefore, the bank has elected to 
include this sum in their Special Time Deposit total.) 
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“X” National Bank 
ANALYSIS OF DUE TO BANKS DEPOSITS 


Number of Amount of 
Accounts Deposits 


“X” National Bank 


ANALYSIS OF SPECIAL DEMAND DEPOSITS 


Number of Amount of 
Accounts Deposits 
3 Public Fund Accounts 
7 Payroll Accounts 
4 Other Temporary Accounts 


14 $95,000 





It has become increasingly difficult for commercial bank- 
ers to profitably, and at the same time, safely utilize their 
thrift accounts. In some banks drastic steps have been 
taken the results of which have caused their deposit structure 
to change materially. The following come to mind at the 
moment: 

One bank refuses to accept additional deposits on thrift 
accounts when they reach $5,000. 

Some banks have a decreasing scale of interest rates as 
account balances increase. 

A large Philadelphia bank recently announced that no 
interest whatsoever would be paid on savings accounts. 

A country banker called a meeting of his employees and 
instructed them to “sell” their thrift account depositors a 
million dollars worth of U. S. Defense Bonds. 

These few plans are set forth merely to show the pres- 
ent-day tendencies to change deposit structures, and are 
not to be construed as recommended procedure. 

You can readily appreciate the fact that any such plan, 
if contemplated, will require a careful study of deposit lia- 
bility so that a properly balanced asset structure can be 
provided for and maintained for the benefit of all depositors. 
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“X” Fumds Available for Conversion Into Assets.— 
With the completion of Schedule A-8, we are now ready to 
combine the depositors’ funds and available capital funds 
in order to arrive at the total funds available for conversion 
into assets. The deposit figures’ which total $4,063,000, are 
taken from Schedule A-8 and the available capital funds 
from Schedule A-7. The consolidated statement of funds 
provided for conversion is reflected on Schedule “B,” which 
follows. 


ScHEDULE “B” 


“X” National Bank 


Statement. of Funds Provided for Conversion 

Regular Demand Deposits $1,050,000 
Due to Banks 100,000 
Special Demand Deposits 95,000 
Savings Accounts 

Certificates of Deposit 

Special Time Deposits (Open Account)...............0.0..:ccccceeeeeees 318,000 


Total Deposits $4,063,000 
Available Capital Funds 


Total Funds Available for Conversion $4,466,000 


Conversion of Funds Basis as Applied to Funds Pro- 
vided by the “X” National Bank.—It now remains a simple 
task to apply the funds from Schedule “B” to the Conver- 
sion of Funds Basis in order to determine the amounts of 
each type of asset their balance sheet should include in rela- 
tion to the source and type of funds provided by the deposi- 
tors and stockholders. 

The premises on which the Conversion of Funds Basis 
was created were checked with the conditions prevailing in 
““X” National Bank and its community, and were found to 
be sufficiently comparable to obviate the necessity of chang- 
ing the percentages recommended. 

Schedule “C” reflects the Application of the Conversion 
of Funds Basis to “X” National Bank and is presented 
herewith. 

“X”’ National Bank’s ideal asset position, established by 
the Application of the Conversion of Funds Basis to their 
Available Funds as reflected by the grand totals from 
Schedule “C,” is: 
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Cash, Due from Banks, etc $ 205,280 
Legal Reserve 343,380 
U. S. Govt. Obligations (not Pledged) 397,750 
Call Loans, Commercial Paper Purchased, ete........................... 316,350 
Prime Commercial Loans 685,900 
Loans Secured by Marketable Collateral 581,840 
Prime First Mortgages 536,200 
Seate gud Municipal . Bonds:....5:3. 6) iio ee Se . 841,950 
Industrial Bonds 352,450 
Public Utility Bonds 352,450 
Railroad Bonds and Equipments 352,450 


Total Assets $4,466,000 


“X” National Bank’s Asset Deviations —By comparing 
their actual balance sheet with the desired allocation of 
assets, the deviations from the ideal position are determined. 
This comparison forms a basis upon which to adjust those 
items which are out of line. Working papers have been 
prepared by “X”’ National Bank for this purpose. As 
fast as it seems advantageous to do so the quality of loans 
and securities as well as the bond maturities will be brought 
into conformance with the “standards” set up in Sched- 
ule “C.” 

Schedule “D” has been prepared to show to what extent 
the various assets in their balance sheet must be adjusted. 

Their apparent overinvestment in Railroad, Public Util- 
ity, and Industrial bonds will have to be worked out and 
liquidated carefully in order that no abnormal sacrifice is 
made in the operation. 


METHOD USED TO REARRANGE ASSETS 


Security Portfolio-——After the doubtful securities and 
Federal Reserve stock had been transferred to the Capital 
Fund investments (see Schedule A-7), a sheet was set up 
for all bonds owned with a “AAA” rating. It provided 
columns for name of security, classification, date purchased, 
cost, and sufficient space for listing book values in proper 
maturity columns from one to twenty years. Those matur- 
ing beyond 20 years were grouped in a separate column, to 
be sold as soon as possible. 

A similar procedure was followed for the “AA” bonds 
owned. 
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All other bonds of a lower quality (“A” and lower) 
were tabulated on one sheet showing the name of security, 
maturity, date purchased, cost, and book value. Several 
blank spaces were provided to follow their market value for 
the convenience of disposing of them as fast as advan- 
tageous to do so. 

Two additional sheets were set up exactly like the 
“AAA” and “AA” sheets explained above for each classifi- 
cation of bonds: (1) State and Municipal; (2) Industrial; 
(3) Public Utility; and (4) Railroad Bonds and Equip- 
ments. One group of sheets for the “AAA” bonds and a 
second group for “AA’s.” 

The qualifying bonds (those which fit into the conversion 
plan) already owned by “X” National Bank, were then 
transferred to these eight sheets, thus forming a nucleus of 
qualifying bonds upon which to build as fast as the non- 
conforming bonds were liquidated and the funds properly 
reinvested. 

By selling the bonds which fail to measure up to the 
quality, maturity, and classification standard of the plan and 
replacing them with the type necessary to produce the 
desired synchronization, upon completion of the rearrange- 
ment of the securities, the portfolio will appear as follows: 
(Refer to Schedule “C’’) 


State and Municipal Bonds ........... $ 341,950 
Industrial Bonds 852,450 
Public Utility Bonds : 352,450 
Railroad Bonds and Equipments , 352,450 


$1,399,300 


Of this total, $979,510 will be “AAA” Bonds, and $419,790 
“AA” Bonds. 

Each year, projecting the present picture forward, they 
will have $147,620 of securities maturing. These will have 
to be replaced by purchases in the proper classification as 
follows: 

$ 22,050 “AAA” bonds maturing in five years 
70,000 “AAA” bonds maturing in ten years 
11,284 “AAA” bonds maturing in fifteen years 
9,450 “AA” bonds maturing in five years 
30,000 “AA” bonds maturing in ten years 
4,836 “AA” bonds maturing in fifteen years 


$147,620 
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The bonds maturing each year arranged by classification 
appear as follows: 
State and Municipal Bonds 
Industrial Bonds 
Public Utility Bonds 
Railroad Bonds and Equipments 


$147 620 


(All of this data is conveniently tabulated on the work 
sheets described above which are omitted to avoid unneces- 
sary detail.) 


Other Assets.—As the securities are brought into con- 
formance with the ideal position, the remaining deviations as 
shown on Schedule “D” are also treated individually; in- 
creasing U.S. Government obligations, call loans and com- 
mercial paper purchased, etc., prime commercial loans, and 
loans secured by marketable collateral; reducing cash and 
legal reserve, and eliminating entirely loans secured by 
“other good collateral” inasmuch as they do not seem to 
qualify for the investment of funds available from deposits. 

As was mentioned before, if this reorganization of the 
balance sheet can be completed within several years, it will 
be considered successful because care and caution must be 
used in setting it up right from the start. Once the balance 
sheet is in conformity with the standards, the operation of 
the plan from there forward will be infinitely more simple 
and orderly than the method now generally used, while at 
the same time, the maximum degree of safety, liquidity and 
flexibility can be maintained. 


Attention is called to an error which appeared in the November in- 
stallment of these articles. The three lines at the bottom of page 398: 
beginning with the head “Major Sources of Investments” should have 


been placed at the top of that page just preceding the quotation from 
the book “For Top Executives Only.” 
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Will you save 
a life? 


Not many of us can be 

spectacular heroes. 

Yet by buying Christmas 

Seals you save human life 

just as surely as if you had 

plunged into a burning 
building! 

More people between the 
ages of 15 and 45 die from 
tuberculosis than from any 
other one disease. By using 
Christmas Seals you make 
possible a year-round cam- 
paign against this pestilence 
—a campaign that since 
1907 has reduced the tuber- 
culosis death rate 75%! 


Help save more lives in 
1942! 


Buy 


CHRISTMAS 


The National, State 
and Local Tubercu- 
losis Associations 
in the United States 
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The Balance of 


International Payments 


DISCUSSION of the balance of in- 
ternational payments in an era 
when international exchange ap- 
pears to be solely directed to meet the 
exigencies of war and when economic 
theories and laws are suspended or de- 
clared dead may to many seem strangely 
out of place. Yet an understanding of 
the balance of international payments is 
perhaps even more essential at this time 
than in more normal periods, particu- 
larly to those interested in international 
affairs (and who is not, these days?) 
because our efforts to organize, together 
with Canada and our neighbors to the 
South, a hemispheric defense and to 
maintain as far as possible a democratic 
world order, raise economic questions 


‘‘Our Government, through its 
various agencies, is now making 
substantial loans to our Latin- 
American sister nations. Will 
we again later refuse to accept 
payment in goods, the only real 
form of payment? Will we begin 
to see that money is no more 
than a symbol intended to facili- 
tate the exchange of goods? The 
future will show,’’ says the 
author of this article. 

Mr. Tobler, for a number of 
years, has been connected with 
the Investment Service Depart- 
ment of the Chase National Bank 
of the City of New York where 
he has been actively engaged in 
analyzing economic trends in 
foreign countries. 


By David Tobler 


that are closely connected with this 
problem. 

The charge that America is now a 
creditor nation with a debtor nation 
psychology would never have been jus- 
tified had our lawmakers and statesmen 
had a better understanding of the bal- 
ance of international payments. Our 
Government, through its various agen- 
cies, is now making substantial loans 
to our Latin-American sister nations. 
Will we again later refuse to accept pay- 
ment in goods, the only real form of 
payment? Will we begin to see that 
money is no more than a symbol in- 
tended to facilitate the exchange of 
goods? The future will show. 

The term “balance of international 
payments” has a long history, having 
been used by Sir James Stuart as early 
as 1767. It grew out of mercantilism, 
which made wealth identical with money 
and which adopted the theory that a 
nation in its dealings with other nations 
should always try to attract to itself 
the largest possible amount of precious 
metal. Unfortunately, a number of mer- 
cantilistic ideas still survive, as our 
huge gold reserve will testify. Unfor- 
tunately, all too often the balance of 
international payments figures is still 
interpreted along mercantilistic lines, 
as our terms “favorable” or “unfavor- 
able” trade balance indicate. 


Difficult to Define 


It is rather difficult to define the bal- 
ance of international payments. One 
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TABLE I 


Trade and Service Items 
Merchandise 
Merchandise adjustments 
Freight and shipping 
Travel expenditures 
Personal remittances 
Institutional contributions 
Interest and dividends 
Government transactions 


Miscellaneous Services ..........ccessseeceeeeeee 


Total trade and service items* 


Gold and Silver: 
Gold exports and imports 
Gold earmaking operations 
Silver exports and imports 


Total gold and silver movement 


Capital Items: 
Long-term capital movements 


Movement of short-term banking funds 


Miscellaneous capital items 
Paper currency movements 


Total capital items 


Other Transactions and Residual 


writer calls it “a tabulation of the co- 
efficients of international greeds, appe- 
tites, curiosities, pieties, and love.” In 
more prosaic terms it may be described 
as “a tabulation of receipts from for- 
eigners, payments to foreigners, and 
capital movements resulting from these 
receipts and payments.” The balance of 
payments is not, as one might be led to 
believe from the title, a balance sheet, 
because it does not refer to a given date 
but covers transactions over a certain 
period of time, usually one year. It is 
not, as it is so often thought, a kind of 
profit and loss account, because it re- 
cords neither profits nor losses. 

The word “balance” in the balance 
of international payments implies the 
existence of two groups of figures of 
an equal total amount. Such is indeed 
the case.. The current transactions in 
goods, gold (and sometimes silver), and 
services must correspond with the total 
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Net Credits +- 
or Debits — 
+ 859 

20 
124 
299 


Oommen eeeee eee eeeeeeeeeeeeeeeeeseseeeeseseeses 


of capital movements, because each 
transaction, as in double entry book- 
keeping, appears—at least in theory— 
as a debit and a credit item, once among 
the trade and service items and once 
among capital movements. That most 
balances of payments, nevertheless, 
show a difference between the two totals, 
usually called residual amount, is due 
to the fact that some transactions on 
either side have escaped the notice of 
the statistician. Under no circumstances 
should this residual amount be consid- 
ered either the favorable or unfavorable 
balance. It is purely the balance of 
errors and omissions. Aside from fur- 
nishing the explanation for the residual 
amount, the “theory of the balance” in 
the balance of payments, is of little 
significance. 

Economists, nevertheless, do speak of 
favorable or unfavorable balances. They 
then refer to the final balances in the 
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Net Debits 


Gold and silver .................... 3111 


3111 


Se eeeeeeeeeeeeeeeseseeeseseees 


trade and service items (including, in 
the case of gold producing countries, 
newly mined gold shipped abroad). To 
avoid confusion some writers call these 
latter balances “balances of accounts” 
in contradistinction to balances of pay- 
ments. The balance of accounts, or 
balance of trade and service items is the 
important figure in most balances of 
payments, for it shows the difference 
between receipts and expenditures. The 
amount of capital movement and of gold 
shipments indicates how the difference 
was settled. 

The United States Department of 
Commerce publishes the figures (Table 
I), in millions of dollars, in the sum- 
mary of the balance of international 
payments for the year 1939 (so far 
only the preliminary figures for 1940 
have been published). 

This tablulation can be still further 
reduced as shown in Table II. 

This means that foreigners in 1939 
owed us a net amount of $658 million 
for goods and services. They sent us, 
however, $3111 million in gold and 
silver. Ascertainable capital movements 
indicate that we owed $1416 million 
more abroad; while $1037 million rep- 
resents a difference which, according to 
the explanation of the United States De- 
partment of Commerce, “comprises a 
substantial volume of unidentified capi- 
tal transactions, as well as the net re- 
sult of possible errors and omissions 
in the other estimates.” 


The Trade Balance 


By far the most significant single 
item in the majority of balances of pay- 
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TABLE II 






Other transactions and re- 





* Sometimes called “balance of accounts.” 








Net Credits 


Trade and service items”...... , 658 
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ments is the trade balance. In fact, in 
earlier times the balance of payments 
and the balance of trade were consid- 
ered almost identical. Such items as 
interest and dividends, travel expendi- 
ture, and personal remittances had to 
await the development of the interna- 
tional capital market, relatively cheap, 
comfortable and safe transportation fa- 
cilities, and the international exchange 
of labor. 

Gold ‘(and silver) shipments, for rea- 
sons well known, have in recent years 
reached unusual proportions. Since gold 
(and to a certain degree silver too), 
besides being a commodity, is also a 
generally accepted means of interna- 
tional payment, the argument is some- 
times heard, that gold used in settlement 
of international accounts should be con- 
sidered a capital item and that gold 
exports, representing a loss of interna- 
tional purchasing power, should be a 
debit item and gold imports a credit 
item. Manifestly, a nation that mines 
gold and exports it acquires interna 
tional purchasing power just as another 
nation does so by growing wheat or 
some other commodity for export. Gold 
exports, like commodity exports, should 


be entered as a credit item because they | 


reduce the debt abroad or create bal- 
ances abroad. The League of Nations 
and the Canadian Government, in the 
final, condensed statements, add gold 
exports and imports to the totals of the 
trade balance and services. The United 
States Government lists them as a sepa- 
rate total. The latter procedure is often 
preferable, particularly in the case of 


















non-gold producing countries. Newly — 
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mined gold exported by a gold produc- 
ing country should be listed as a trade 
item for the reason stated above. 


Paper Currency 


Another item that often presents dif- 
ficulties is the item of paper currency. 
The United States Government twice re- 
classified it. Originally it grouped it 
with capital transactions, subsequently 
placed it with gold as a “pure” cash 
item, and more recently returned it to 
the capital account—where it undoubt- 
edly belongs. The amount of United 
States currency held by a foreigner re- 
siding abroad represents a non-interest 
bearing loan by the foreigner to the 
United States. If he sends the notes to 
New York and has the amount credited 
to his account with a New York bank 
he merely changes the nature of his 
loan. He converts his loan to the United 
States into a loan to the bank (deposits 
are loans to banks). From the balance- 
of-payments point of view the foreigner’s 
claim against the United States has 
changed in form but not in amount. The 
transaction is comparable with the re- 
turn to the United States of United 
States bonds for redemption. 

The balance of payments does not 
normally reflect losses from uncollecti- 
ble debts or from exchange deprecia- 
tion, nor gains from the appreciation 
of foreign assets. The United States 
Department of Commerce, we should 
add, does make an adjustment for bad 
debts. 

A rapid depreciation of the currency 
in which the balance of paymenits is es- 
tablished practically vitiates any direct 
comparison. It is as if one attempted 
to add up weights of different units. 

Since the balance of payments shows 
receipts and payments over a certain 
period, and gives no clue as regards the 
amount of foreign exchange and gold 
available, any analysis should cover a 
' period of years. 

Just as a record of receipts and ex- 
penditures for one short period of time 
does not reflect the progress of a com- 
mercial firm, so the balance of payments 
of one single year alone does not, and 
can not, reflect the degree of prosperity 
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prevailing im a country during the 
period covered in the balance. A firm 
might have acquired an exceptionally 
large supply of raw materials because 
of unusually big orders received. A 
country, similarly, might have imported 
large quantities of raw material for the 
same reason. A firm might have bought 
new equipment for its plants. A coun- 
try, similarly, might have imported 
great quantities of capital equipment for 
the development of its natural resources. 
Indeed, in countries where industry and 
commerce are in private hands and 
where raw materials and equipment to 
a considerable extent have to be im- 
ported, the imports registered in the 
balance of payments mirror to a large 
degree the sum total of the transactions 
of the private firms in the countries. 
The expenditures mentioned, covering 
but one twelvemonth, are not indicative 
of unhealthy conditions. They may, on 
the contrary, if properly understood, be 
the result of great business activity. 
This, despite the fact that they are 
“debit” items and that they may for a 
time vastly exceed the corresponding 
“credit” items. 


Figures for One Year Not Significant 


Nor will the balance-of-payments fig- 
ure for one year alone disclose whether 
a country can continue to meet its for- 
eign exchange requirements. No busi- 
nessman—if we may repeat our com- 
parison with private commercial firms 
—would judge the financial strength of 
a firm by the sum total of receipts and 
expenditures for one fiscal period; and 
no student of international finance would 
appraise a country’s ability to pay solely 
from one set of balance-of-payments 
figures. 

If the analysis, however, includes a 
number of years, one is able to discover 
whether there has been a continued ex- 
cess of expenditures over receipts or 
whether perhaps receipts regularly have 
exceeded expenditures. The former con- 
dition would, of course, suggest a 
gradual reduction in the foreign ex- 
change and gold reserves, and would 
be a danger signal. 

Aside from indicating the probable 
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A book that provides in one volume 
a Complete Banking Library 


“GLENN G. MUNN’S 


ENCYCLOPEDIA 


of Banking and Finance 


An indispensable work of reference for the banker, 
broker, business man or student 


ERE is a book that contains 865 
pages and over 3500 terms relating 
to money, credit, banking practice, 
history, law, accounting and prganiza- 
tion, foreign exchange, trusts invest- 
ments, speculation, markets and broker- 


age. 

With this convenient volume on your 
desk you are in a position to answer 
any question which may arise pertain- 
ing in any way to banking, investment 
or finance. All market terms and 
operations are carefully described. 

An important feature is the bibli- 
ography given at the end of each term, 
referring the reader to sources of addi- 
tional information on any subject in 
which he is _ particularly interested. 
Why not examine a copy at your own 
desk at our risk? 


Sent Postpaid for 5 Days’ Free Examination 


—=—=<==" Use This Reply Form ~~~ ™~ 


BANKERS PUBLISHING COMPANY 
465 Main Street, Cambridge, Mass. 

Send me for examination a copy of 
Munn’s Encyclopedia of Banking and 
Finance. Within five days after its 
receipt I will send you the price, $8.50, 
or return the book. 
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[ 
I 
I 
i 
i 
I 
I 
hss 


trend in the foreign exchange situation, 
the balance-of-payments figures, and 
particularly the numerous underlying 
tabulations and explanations, contain a 
wealth of other information of prime 
importance to the business world, to the 
statesmen, and to the students of inter- 
national finance. 

The newness of the methodology of 
gathering the necessary data and the 
difficulties encountered in compiling 
them and, in some instances, the in- 
experience of the officials, make the fig- 
ures of the balance of payments approxi- 
mations at best. It is not within the 
purview of this short article to go into 
the details of collecting the basic ma- 
terial. Suffice it to mention that abso- 
. lute accuracy in a task of such gigantic 
proportions should not be expected. 


Trends are often more important than 
absolute figures. 

The degree of accuracy differs vastly 
between different countries. We may, 
nevertheless, be permitted to state that 
in the opinion of leading economists 
the balance of international payments of 
the United States is considered the most 
carefully prepared document of its kind, 
followed by those of Canada and the 


Scandinavian countries. 


Increased Imports Favorable Sign 


In conclusion let us turn to one of the 
broader, the more “practical” aspects of 
the balance of international payments. 
A businessman is always eager to sell 
and he almost instinctively regards ris- 
ing exports as a favorable sign. They 
are a favorable sign. They show in- 
creased business activity. On the other 
hand, our businessman, because he has 
always been interested in sales, looks 
often with suspicion on rising imports, 
believing that imports reduce domestic 
business. Statistics, however, do not 
confirm his contention, for increased 
business activity in this country gener- 
ally coincides with increased imports. 

Our manufacturers would not be in- 
terested in augmenting sales to an in- 
solvent customer. Similarly, our ex- 
ports will not benefit us unless we get 
paid for them. The businessman sells 
his goods because he is able to purchase 
with the proceeds of his sales goods and 
services which he desires. Our exports 
profit us only if the proceeds from them 
can be used to import goods which we 
can use, and which serve to raise our 
standard of living. It is the imports and 
services which we obtain from abroad 
rather than the exports which raise our 
national welfare; exports are only de- 
sirable in so far as they enable us to 
acquire such imports and services. If 
we once fully grasp this economic com- 
monplace our opposition to a freer in- 
ternational exchange of goods will have 
almost completely disappeared and our 
nation will have benefited to the ex- 
tent that restrictions on international - 
trade have been eased or removed al- 
together. 
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LOOKING BACK 


Selections from the Banking, Financial 
and Economic Thought of the Past 
Which Apply to Today’s Problems. 


Epirep sy KEITH F. WARREN 


90 YEARS AGO 


The Bankers Magazine 


Robbery in Boston 


The messenger of the Union Bank 
was, on Saturday, October 4, robbed of 
$2,000 in gold, under the following cir- 
cumstances. He had just drawn at the 
Merchants Bank a considerable amount 
in specie, which was delivered to him 
in bags. A small bag of gold he placed 
in the skirt pocket of a loose coat. The 
rest of the bags he held in his arms. On 
his way to his own bank the bag of 
gold in his pocket, amounting to $2,000, 
was stolen. He was undoubtedly watched 
by one of those adroit rogues who are 
constantly hovering round the street in 


- »« November, 1851 
bank hours. We learn that the police 
are on the track of the robber. 


Money Rates Down 


A marked change has occurred in the 
money market since our last month’s re- 
port. The exorbitant rates for money 
prevailing at that time have now dimin- 
ished materially, accompanied by strong 
indications of a speedy and favorable 
reaction. We now quote negotiable 
paper of the best character at 10 per 
cent per annum. Railroad loans, 12 to 
15. Loans on call, well secured by col- 
laterals, 9 per cent. 


50 YEARS AGO 


The Bankers Magazine 


Currency Schemes 

In the last number of the Forum, Mr. 
Harter, a member of Congress from 
Ohio, presented a new plan for issuing 
bank notes. The chief features of the 
plan are the substitution of other se- 
curities for Government bonds, and the 
repeal of the tax on the circulation of 
State banks, provided they consent to 
issue it on the same conditions as are 
prescribed for the National banks. 

The substitution of railroad bonds, 
State securities, and the like, for Gov 
ernment securities, is an old idea. When 
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Mr. Farwell represented Illinois in the 
Senate, he introduced a bill authorizing 
the National banks to substitute secu- 
rities of this nature as a basis for bank 
note circulation; but the bill was not 
favorably regarded. Mr. Harter’s re- 
strictions concerning the selection of se- 
curities are excellent; though we think 
that even these might be improved in 
several ways. Restrictions might be im- 
posed limiting the selection to dividend- 
paying companies for a period of years. 
Again, we think that the bonds of old 


dividend-paying railroads are better se- 
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curity than the bonds of States or cities, 
for in the event of repudiation by a 
State there is no method of enforcing 
payment; and when a State is thus in- 
fected with dishonesty, the debtor towns 
and cities within its jurisdiction would 
escape as easily from their obligations 
to the State itself. 

The most remarkable feature of the 
plan is that -which provides for the is- 
sue of notes by the State banks. He 
regards the present system as unjust be- 
cause the State banks are denied the 
privilege. 

Who is to execute this law? Is the 
National Comptroller of the Currency 
to determine whether a State bank has 
complied with its provisions and is en- 
titled to a remission of the tax? And 


if the law was passed by Congress, 
would the Comptroller then have any 
authority to supervise the conduct of 
the State banks? Would not legislation 
also be required on the part of the 
States, and would they have the right 
to clothe a National officer with author- 
ity to invade the precincts of a State 
and examine into the conduct of a State 
institution and determine whether it was 
obeying the law or not? Suppose a 
State bank did not pay the same taxes 
on its circulation as a National bank, 
what then? Suppose a State should ex- 
ercise favoritism towards its own insti- 
tutions, what could the National Govern- 
ment do? Must not the National system 
be abandoned, leaving the entire field 
to the State banks; or two systems be 
created quite independent of each other? 


25 YEARS AGO 


The Bankers Magazine 


Bank Reserves 


In these days, when there is prevalent 
a great deal of misconception in regard 
to the true nature of bank reserves, when 
the law permits debts from another bank 
to constitute all the “reserves” of other 
banks, and when it is seriously proposed 
to count Federal Reserve notes also as 
part of such reserves, it becomes a mat- 
ter of great importance to have a clear 
and correct definition of true banking 
reserve. This definition was supplied 
in the annual address of President 
Lynch at the recent convention of the 
American Bankers Association in Kansas 
City. He said: 

“Gold is the only true reserve, for it 
pays debts in any civilized country and 
under any conditions. Under ordinary 
circumstances balances carried with cor- 
responding banks form a convenient 
method of paying our debts to deposi- 
tors, such balances have been called re- 
serves though they cannot properly be 
so designated. Balances with the Fed- 
eral Reserve banks are now legally en- 
titled to be called reserves and yet they 
fall short in the final test—availability 
in all countries and at all times.” 

These are brave and true words, most 


. » November, 1916 


aptly spoken at a time when the maggot 
of inflation seems to have wormed its 
way into the brains of some of the coun- 
try’s biggest bankers. Mr. Lynch comes 
from a state where gold is the standard, 
and where banks are prohibited by law 
from counting Federal Reserve notes as 
part of their reserves. 

Banks ought to be left free to keep 
their funds other than reserves wherever 
most convenient. The place for their 
reserves is in their own vaults. 


Breaking Up Banking Relations 

One of the strongest objections many 
bankers have to the Federal Reserve Act 
is that it is destroying relations between 
banks which had been built up only af- 
ter the expenditure of much time and 
ee 

These relations between banks were a 
natural development, and they have 
greatly helped to make the country’s 
banking machinery efficient. That there 
was anything inherently wrong in them 
was merely an invention of the politi- 
cians who are always on the lookout 
for discovering something that may 
serve as a basis for an attack on the 


banks. 
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N so far as the banking industry is 
concerned, differences existing be- 
neath the surface on coping with in- 
flationary trends are outstanding. Pos- 
sibly the matter is not even as simple 
as that, for some important opinion here 
sees no immediate danger of inflation. 
Rises in prices are welcomed among 
various political blocs. Although in- 
creases in the cost of living are disliked 
by wage earners and strikes are being 
called to secure compensatory pay 
raises, the farmers hold that they are 
not profiting exorbitantly. Vocal Ad- 
ministration leaders are not only fearful 
of the continued rises in commodities, of 
increased spending, of shortages which 
in turn bring a bidding-up in demands 
for all types of goods, but are worried 
about a sharply rising national debt. 

Broadly speaking, the whole national 
financial structure is being thrown out 
of gear due to present war policy. This 
policy is now basic, having been passed 
on hy Congress, even though it may be 
argued that most Congressmen had little 
conception of the domestic-financial in- 
volvements. Since it is now hardly con- 
ceivable that there will be any turning 
back in aid to Britain and Russia and 
their helpless allies, the explosive finan- 
cial situation must be constantly ex- 
amined. 

It is true that various corollary prob- 
lems exist which complicate matters, 
such as labor groups now challenging 
public attention, the farmer groups 
which want their share of national in- 
come, small industry facing hardship 
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from lack of supplies. These are but 
troublesome segments which, at times, 
distort perspectives. Despite all these, 
the basic economic and financial ele- 
ments remain and the Administration is 
now faced with the necessity of prosecut- 
ing a war with inflation, or taking stern 
steps to thwart inflation. 

Secretary of the Treasury Morgen- 
thau has become the mouthpiece of those 
who warn against imminent inflation. 
To avoid this, he seeks higher taxes. He 
wants these higher taxes on top of a 
tax law already passed but which has 
not, as yet, begun to bring in revenue 
from the major sources covered, namely, 
collections from wages and salaries. 
The “Treasury Secretary has White 
House endorsement for his belief that 
extra purchasing power developed from 
increased war manufacturing, which can 
find no outlet, must be “mopped up.” 

The other major brake is in the much 
discussed price control bill, designed to 
provide legal prohibitions against in- 
creases. In support of the price control 
bill, the White House is presumed to 
be seeking its quick enactment. Actually, 
it is giving only lip service and show- 
ing none of its vaunted political ability 
to drive the measure through a reluctant 
Congress. The bill presented to Con- 
gress was the result of several months 
of study. In the main it was acceptable, 
although disliked by various groups. It 
was broadly supported by manufac- 
turers and producers but quietly sabo- 
taged by agriculture and labor leaders. 
Both of these wanted protection in what 
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they purchased but no restriction for 
what they produced, either in foods or 
services. Since the price control bill 
brought the Administration into violent 
conflict with two powerful political 
groups, it has been more or less natural 
that the Administration should turn to 
an over-all remedy through taxes. 


Taxes 


The desideratum in taxes rests largely 
on heavier excise taxes and income 
taxes. However, both forms would be 
lobelled otherwise. Some more palata- 
ble words and phrases are being sought, 
such as social security taxes and bene- 
fits, and withholding taxes. These are 
in the nature of “enforced savings.” In 
all of the next taxes, there are promises 
implied or suggested that repayments 
of some of the sums collected could be 
expected after the world war was ended. 

Although the vocal Administration 
leaders have projected statistics which 
show the need for more and heavier 
taxes, in order to ward off inflation, 
there are quiet groups at study which 
hold that new purchasing power in the 
hands of the masses of people is no- 
where near as great as estimated. Hence 
the danger is not so immediate, they 
say. 

Secretary Morgenthau attempted to 
stimulate interest by fiscal legislation 
leaders of the House in his estimates in- 
dicating inflationary dangers. He asked 
for prompt action by Congress. But 
House leaders balked. The House Ways 
and Means Committee, which has full 
and single control over all tax legisla- 
tion, was unimpressed with the pro- 
posals of the Treasury. They decided 
that no immediate action was desirable. 
One phase of their objection was po- 
litical. They shrunk from the enact- 
ment of a second tax bill with elections 
scheduled during 1942. 

For the present, at least, it is evident 
that the Administration must show more 
stamina and more financial leadership 
if it expects to swing a bloc-divided 
Congress into line along accepted 
economic paths. As for banking, it is 
not as yet taking any definite part in the 
struggle going on. Some public-minded 


bankers are asking for stiffer action and 
are applauding Secretary Morgenthau’s 
attempts. 

On the mechanics of tax collection, 
now, or in the future, banking is vitally 
involved. The banks are more and more 
being expected to aid in the collection 
process. They are already involved in 
other anti-inflationary efforts at the be- 
hest of the Treasury. They are asked to 
sell Defense Bonds and buy Govern- 
ment Bonds. They are asked to sell 
tax notes. Some of the new tax pro- 
grams would use their services in help- 
ing to collect taxes under the supervision 
of the Bureau of Internal Revenue, of 
course. 

Bank activity at the direction of the 
Treasury is nearly compulsory, it must 
be admitted. Banks are protected from 
all of the heavier national taxes, since 
deposits are placed in their keeping and 
their capital structures must be stable. 
Because this is true, Treasury officials 
are counting on banks to share the load 
in selling bonds and tax notes. This 
puts a considerable burden on employees 
of the banks and on officers and on 
stockholders’ earnings, but it is consid- 
ered a patriotic duty that cannot be 


shirked. 


Freezing Foreign Funds 


The present war against Nazi Ger- 
many has also swept banking in along 
other lines—the economic phase. The 
program to freeze foreign funds is predi- 
cated on banking codperation. This 
means that all banks, great and small, 
must codperate with the Treasury in 
checking and spotting accounts and 
transactions likely to involve non- 
nationals and various elements sympa- 
thetic to German aims. 

For several weeks now all banks 
within the United States have had ex- 
tensive forms and instructions relating 
to foreign funds control. Some of them 
have acted promptly and in full codpera- 
tion with Government aims. Others have 
proved indifferent or have become 
confused. 

In the main, the larger banks of the 
nation have gone all-out in codperation. 
There are many instances in which they 
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have discovered alien funds and 
aborted transactions which have greatly 
aided Government policy. Necessary 
critical materials have been uncovered 
because bankers have scrutinized papers 
passing through their hands. Tools 
badly needed in munition production 
have been uncovered in warehouses. 
There have already been enough in- 
stances to convince the Treasury of the 
value of such controls operating through 
the banks. 

But, although the larger banks are 
doing their full part, many of the 
smaller institutions are not. Assuming 
that the bankers are in need of help and 
assistance, the Treasury has sent out 
letters to all banks, to bank associations 
and bank officials asking for suggestions. 
These suggestions on how better to 
make the program work are being 
studied. It is hoped that the program 
may be tightened up somewhat as a 
consequence. 

However, it appears likely that the 
Treasury will ask for much stricter com- 
pliance by the smaller and moderate 
sized banks in obtaining control of alien 
funds. It is believed by officials that 
those having such funds in this country 
are relying on the ignorance or in- 
capacity of the smaller bank officials, to 
continue operations. These operations 
include subversive activities, at times. 

Federal Reserve Bank officials who 
are expected to shepherd and instruct 
the banks, on behalf of the Treasury, are 
not too sanguine of obtaining full bank 
compliance. Some of them are frank 
to say that there are too many poorly 
managed banks in the country where 
such detailed instructions as the Treas- 
ury has sent out are ignored through 
lack of ability to follow them. 


Labor Problems 


Labor problems which are now para- 
mount on the national program have 
certain phases leading to banking. The 
National Fair Labor Standards Act is 
applicable to banking, it has been held. 
Wage-Hour inspectors have been going 
over bank books as to compliance. How- 
ever, since these inspectors are now 
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concerned with manufacturing interests 
there is a slackening of interest and con- 
cern in other phases involving labor, 
including banks. 


At the same time, the strong drive to 
shorten the labor week and increase 
hourly pay has slackened off as labor 
unions are constantly pressing for higher 
pay—higher than any Wage-Hour scale. 
In some sections of the country, banks 
understanding some of these develop- 
ments, are beginning to resist compli- 
ance with wage-hour demands including 
inspection of records. In others, banks 
have gone into the courts fighting in- 
junctions sought by the Department of 
Labor. A test case as to bank inclusion 
is said to be likely. In fact, the Bank 
of America N. T. & S. A. is insisting 
that Department of Labor inspectors 
cannot look at records of the institution. 


Some banks are especially interested 
in defense contracts. A few banks have 
made special connections in Washington 
to aid in the handling of defense loans, 
the securing of Reconstruction Finance 
Corporation help in meeting the costs 
of enlarged plants, and in other fields 
such as aviation schools. 

The defense agencies are changing 
their policies from time to time. While 
at first it was priorities now it is to be- 
come allocations of the critical mate- 
rials, It must be admitted that the 
priority system largely broke down un- 
der the stress of demand, plus political 
pressures over supplies for consumer in- 
dustries. Through the establishment of 
allocations, the Government expects to 
be more hardboiled. In many cases the 
Government, through subsidiary corpo- 
rations, directly controls the raw ma- 
terials supplies. This is the case in 
rubber. In copper, and several other 
essential metals, it oversees all produc- 
tion as the largest buyer. 

A headache, as yet uncured, is the fate 
of small industries which are unadapted 
to defense production but yet use the 
same materials which go into war prod- 
ucts. This Administration has no direct 
and clearly defined policy in the matter. 
Such policy as it has had consists chiefly 
of sympathetic words. 






























































































































































Investment | 
and Finanee 


Epitep sy OSCAR LASDON 


Finaneial Problems of Educational Institutions 


RITING in the Harvard Alumni 

Bulletin, A. Calvert Smith calls 

attention to “Harvard’s Financial 
Problems” and spotlights the effect of 
declining income on educational ac- 
tivities. 

Mr. Smith points out that universities 
are being squeezed by rising costs of 
operation and reduced income. For ex- 
ample, the impact of the mounting price 
level is felt through its effect on costs of 
operating student dining halls and dor- 
mitories, as well as essential main- 
tenance and other expenditures. This 
condition would cause much less con- 
cern if, at the same time, funds available 
for budgeting and planning were not 
affected adversely. Unfortunately, how- 
ever, such revenues are now experienc- 
ing attrition. 

Universities, such as Harvard, main- 
tain their upkeep from funds received 
for student tuition fees, gifts for capital 
endowment, and from income received 
on investments. Tuition fees are drop- 
ping as the result of reduced registra- 
tion. This decline in enrollment is due 
to the demand for men in the armed 
services of the nation and the shortage 
of manpower in industry. Financial 
pressure on individuals is also partly 
responsible for this trend; prevailing 
general uncertainties and higher tax 
rates are obstacles in the path of regis- 
tration. 

Financial uncertainty and higher tax 
rates are also retarding donations for 
immediate use and appear likely to 
diminish gifts for capital endowment. 
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Extensions of academic programs are 
particularly dependent upon capital en- 
dowments as a means of accomplish- 
ment. This is a longer-term factor of 
no small importance. 

But Harvard is also feeling the effects 
of reduced investment income. The 
steadily declining trend in the rates of 
investment return may be fully realized 
when one stops to consider the fact that, 
during the past two years, bond interest 
income declined some $500,000. During 
this period, $30,000,000 of bonds held 
by Harvard were called for redemption; 
replacement of these obligations by. the 
same types of security was possible only 
on a lower yield basis. This trend, in 
view of current money market condi- 
tions, seems likely to continue. 

The backlog of Harvard’s financial 
structure is its endowment. Estimated 
in excess of $143,000,000, it is both the 
oldest and largest endowment in the 
country. The problems confronting 
Harvard today are also being faced by 
many other institutions. 

Market value of general investments 
of Harvard University fell from $108,- 
000,000 in 1929 to slightly under $70,- 
000,000 in 1932. As a result of market 
improvement and gifts, the total reached 
$128,000,000 in 1936. On June 30, 
1941, the Harvard Fund had a market 
value of $138,000,000, which represented 
96.53 per cent of the historical book 
value of investments in the account. 

The accompanying chart graphically 
portrays the changing composition of 
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BAE FORECAST 


The Bureau of Agricultural Eco- 
nomics ventures the following predic- 
tions for 1942: 

1. The average of wholesale prices will 
be about 10 per cent above the present 


level. As support for this conclusion, 
the Bureau cites the increase in the pur- 
chasing power of consumers, shortages 
of some important raw materials, as well 
as speculative buying and withholding 
of commodities based on the general 
knowledge that prices rise when major 
wars are being fought. 

Farm prices are expected to average 
about 25 per cent over 1941, but this 
level is only about 10 per cent above 
present quotations. 

2. Industrial production will be up 
about 10 to 15 per cent. This forecast 
is based, in large measure, on estimates 
of production which can be attained in 
the face of limitations imposed by avail- 
able supplies of raw materials and 
labor. To the extent that such restric- 
tive factors are eased, demand will force 
production to higher levels. 


THE BANKERS MAGAZINE for December, 1941 


(20261 137,660 127,634 


3. Residential construction will be 
sharply curtailed. Here, rising costs 
and diversion of materials to defense 
production are important influences. 

4. Non-agricultural civilian employ- 
ment will increase about 2,000,000. 
However, this estimate is only tentative; 
the effect of priorities on non-defense 
industry cannot, as yet, be accurately 
determined. 

5. Farm income may be expected to 
rise $2 billion to $13 billion. This will 
largely result from the increase in 
prices, although a moderate expansion 
in production of some items, such as 
livestock and livestock derivatives, will 
also contribute to the rise. 

6. Production of trucks and passenger 
cars will be 40 per cent less, on the 
basis of available materials alone. This 
reduction may be larger as the result 
of scheduled production cuts. 

While national income should be sub- 
stantially higher in 1942, the Bureau 
remarks that output of many kinds of 
industrial goods will be curtailed as 
plants are converted to defense produc- 
tion and as shortages develop. Despite 
prospective increases in food costs and 
taxes, and reductions in supply of dur- 
able consumer goods, the standards of 
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living of the working population as a 


whole should be the highest on record. 


—_ 


FORTUNE MANAGEMENT POLL 


Results of Fortune Quarterly Manage- 
ment Polls are always followed with ex- 
treme interest inasmuch as these polls 
represent scientifically balanced pres- 
entations of the opinions of top-flight 
executives throughout the country. In 
this connection, the November issue of 
Fortune reveals that nine, out of ten 
executives want a system of free enter- 
prise after the war, but that this same 
proportion have no hope for any such 
system. 

“And out of this mental conflict,” 
states Fortune, “logically proceed the 
following dominant opinions on govern- 
ment action and policy. 

“1. The managers fear that the men 
running the war are running it partly 
to win more civil victories. 

“2. They tend to criticize the Presi- 
dent’s choice of business leaders in 
Washington and consider a large part 
of them unsatisfactory or ill chosen. 

“3. They tend to think the Govern- 
ment cannot recognize the ablest men 
and is actually unwilling to call them 
when it does recognize them. 


“4. Those who feel that the Govern- 
ment is unwilling to call the ablest men 
assign this unwillingness primarily to 
the Government’s hostility toward suc- 
cessful business and secondarily to the 
Government’s fear of giving power to 
business men.” 

The effect of the war on manufac- 
turers, retailers and wholesalers is also 
discussed in the November issue. Manu- 
facturers report that they are being pro- 
gressively strapped by priorities, that 
they are having to lay off more people, 
and that inventories are declining. With 
regard to union matters, it is stated 
that there is more agitation for closed 
shops but that, generally, the closed 
shop has not seriously affected efficiency. 
Retailers and wholesalers are of the 
opinion that inventories are in fairly 
good shape, that manufacturers are 
keeping them posted on future develop- 
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ments, but that consumers appear to be 
stocking up more than normal. 


_ 


POST-WAR ADJUSTMENT 


The United States has a good chance 
of avoiding a major economic collapse 
during the period of post-war adjust- 
ment. This is the considered opinion of 
Murray Shields, economist of the Irv- 
ing Trust Company of New York. Mr. 
Shields supports his belief with five 
logical reasons. 

1. Rapid credit deflation is unlikely to 
aggravate the transition from defense to 
peace-time production; monetary and 
banking authorities have the power to 
prevent such a development. 

2. Contraction of our armament in- 
dustries and demobilization of our 
armed forces should proceed less rapidly 
than it did after the first World War. 

3. Many peace-time industries are be- 
ing forced to curtail production of or- 
dinary consumer products. Thus, large 
deferred demands for goods will ac- 
cumulate and these demands will require 
production after the war’s end. 

4. It seems likely that commodity 
price rises will be restricted and that a 
duplication of upward price spirals, such 
as occurred during the first World War, 
will be resisted. Accordingly, if prices 
rise less now, they will have less to fall 
after the emergency passes. 

5. It is not improbable that a program 
of tax reduction will be instituted to 
cushion the post-war recession. Defense 
taxes are now very heavy and a lighten- 
ing of the burden is anticipated after 
the emergency has passed. 

Mr. Shields has had a good record 
of prognostication in the past and we 
hope he equals past performance. 


— 


TREASURY FINANCE 


Federal lending agencies, such as the 
RFC, the USHA and the CCC, will no 
longer do their own borrowing in the 
open market if the wishes of the Treas- 
ury are carried to their ultimate conclu- 
sion. Secretary Morgenthau has already 
indicated that the Treasury intends to 












become the exclusive Government bor- 
rower. As a start toward carrying out 
the desired policy, the Treasury ad- 
vanced to the USHA the necessary funds 
with which to meet a $112 million ma- 
turity on November 1; it was stated that 
the USHA will no longer be in the mar- 
ket for funds. It may logically be an- 
ticipated, therefore, that both new 
money requirements and maturities of 
all government agencies will, from now 
on, be taken care of by the Treasury. 

Such a change in policy on the part 
of the Treasury will be beneficial in one 
important respect. With only one gov- 
ernment borrower, there will be much 
less cause for confusion in the bond 
market. The exigencies of the defense 
program require a systematic and in- 
telligent program at financing opera- 
»tions by the Treasury; the Treasury 
does not desire to be faced with the 
necessity of extensively tapping the 
capital market more than once every 
other month. Careful and wise handling 
will allow funds to be secured with the 
least possible friction. 

It is also worthwhile noting that this 
move on the part of the Treasury will 
involve some savings in interest costs. 
In the case of long maturities, direct 
Treasury borrowing can be accom- 
plished for as much as three-eighths of 
1 per cent below agency borrowing 
rates. There is almost $7 billion of 
agency bonds outstanding, and any 
large scale shifting into direct Treasury 
issues will cut interest costs by many 
millions of dollars. 


~~ 


BANK FAILURES 


According to Chairman Leo T. Crow- 
ley of the Federal Deposit Insurance 
Corporation, bank failures are now at 
the lowest level on record. As against 
twenty-two insolvencies in 1940, only 
six small banks, whose deposits totaled 
$2,681,000, have failed this year. In 
addition, the number of institutions con- 
solidated to forestall financial difficulties 
has also declined. Only four such con- 


solidations have been effected this year 
as against twenty-four in 1940. 


~ 


TAXES 


Since March of this year, the Treas- 
ury has issued almost $5 billion of tax- 
able securities. Continued shifting of 
the Government debt from tax exempt 
to taxable securities comments the First 
of Boston Corporation in its 1941 edi- 
tion of “Securities of the United States 
Government and its instrumentalities,” 
is consequently creating a tax problem 
for the commercial banks. Commercial 
banks, it is noted, comprise the most 
important class of Government bond 
purchasers. 

The First of Boston Corporation re- 
view points out some interesting angles 
with regard to commercial bank port- 
folio activities. “In case of short-term 
securities,” it is noted, “the tax status of 
the individual bank has generally been 
sufficiently clear to enable it to deter- 
mine fairly well just what the taxable 
security will net if during its life. In 
the case of longer securities, particu- 
larly taxable bonds, the commercial 
banks have been ingenious in working 
out systems for the manufacture of 
‘long term’ losses in sufficient degree to 
warrant the purchases of the taxable 
security. 

“In many cases the individual bank, 
if unable to manufacture these losses, 
would find the taxable security less ad- 
vantageous, as it would represent the 
purchase of taxable income at an in- 
crease in return insufficient to offset 
wholly the tax it pays on that income. 

“Many schemes of unit purchases 
have been worked out: i.e., the bank 
buys short-term high coupon tax-exempt 
bonds and longer taxable issues. Even- 
tually the bank anticipates that the ‘loss’ 
which will accrue through the further 
amortization or maturity of the short ob- 
ligations will be equal to the amount 
of the tax accruing from the income of 
the taxable bond. This comes about 
largely through the ‘eighteen months 
provision’ with regard to security losses 
being deductible for tax purposes 
against any other taxable income.” 
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Finaneial 
Situation 


AR activities continue to engage 

the chief share of attention in a 

number of foreign countries, in all 
of them in fact, for in those countries 
thus far exempt from the conflict itself, 
conditions are seriously affected by the 
struggle. As of the middle of last month, 
the situation heretofore reported has not 
changed much, although the German 
campaign in Russia seems to have been 
somewhat slowed down, while the par- 
ticipation of the United States in what 
is called “the battle of the Atlantic” has 
become more active. Tension in the 
relations between Japan and the United 
States has not been relaxed, but has in- 
creased. 


~ 


GREAT BRITAIN 


From The Economist and the London 
Bankers Magazine some information is 
gleaned relating to affairs in the British 
Isles. Preliminary to presenting this 
information, it may be stated on the au- 
thority of Prime Minister Churchill that 
Great Britain is not yet in a position to 
undertake an offensive on the Continent, 
and may not be in such position until 
some time in 1943. 

Introducing the new £1,000 million 
vote for credit recently, the Chancellor 
of the Exchequer suggested that the limit 
of taxation had been reached. Two- 
fifths of the £7,000 millions spent in 
the first two years of the war had been 
met out of current revenue—£2,785 
millions, or just under £60 for every 
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Abroad.. 


A Monthly Survey 


man, woman and child in the country. 
To raise taxation so that nobody in the 
country had more than £1,000 a year, or 
his present income after taxation, would , 
yield another £106 millions in a year; 
and this, Sir Kingsley Wood said, would 
precipitate very acute problems. Two 
generations or more ago, Mr. Glad- 
stone’s greatest opponent said that an 
income tax of 11d. in the pound might 
be ruinous; and Mr. Disraeli had no 
doubt some good grounds to go upon. 
Today the standard rate of income tax 
is 10s. and direct taxation rises on the 
highest incomes to 19s. 6d.; EPT is at 
100 per cent with a 20 per cent (less 
income tax) post-war drawback. 
Expenditure for the first half of the 
budget year (the British budget year 
1941-2 ends March 31, 1942) was 
£2,236 millions compared with an esti- 
mate for the whole twelve months of 
£4,207 millions. Even if the rate of 
expenditure does not rise between now 
and next April, there will be an excess 
of expenditure over the estimate of be- 
tween £250 and £300 millions. Actually, 
the rate of expenditure will certainly 
increase. At the beginning of this finan- 
cial year in April, the total expenditure 
was running at the rate of £10 millions 
a day; recently the rate has been nearly 
£13 millions a day, and it is unlikely 
that the final quarters will not be, as 
heretofore, the most expensive—in view 
of the urgent need for extra output over 
and above the programs decided upon 


last March. The belief of The Economist 
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that total expenditure, when the balance 
is struck next March, will be well over 
£4,500 millions for the full year is made 
to appear conservative by the latest fig- 
ures. Revenue, too, in the six months’ 
total of £73714 millions is as much as 
£285 millions more than in the corre- 
sponding period in 1940-41, but £150 
millions less than half the budget esti- 
mate for the whole year of £1,786 mil- 
lions. Actually, although the deduction 
of tax at source will this year even out 
tax payments over the twelve months, 
the second six months are always the 
most productive, and it is likely that the 
budget estimate for the full year will 
be easily attained. The monetary prob- 
lem of filling the gap between expendi- 
ture on the one hand and revenue plus 
genuine savings on the other remains. 
The gap has been and is widening. 

Speaking of the ratio of capital re- 
serves of the British banks in relation 
to deposits, the Bankers Magazine of 
London says that the movement of the 
ratio of capital and reserves to the ex- 
panding deposits has been consistently 
downward over a long period, with very 
few breaks. From 1900 to 1915,... 
there was hardly any addition to the 
aggregate capital and reserves of the 
banks but deposits were growing but 
slowly, so that the ratio of capital and 
reserves only declined moderately. The 
reason for the decline, however, was not 
to be found so much in the rise of the 
deposits as in the lack of increase in 
the capital and reserves. For this two 
factors were mainly responsible. In the 
first place the period was one of steadily 
declining prices in gilt edged securities, 
necessitating the allocation of practically 
all surplus profit to writing down secu- 
rities instead of building up balance 
sheet reserves. The other factor is to 
be found in the large number of amalga- 
mations in the period. It was a time of 
consolidation of the British banking sys- 
tem when the former large number of 
individual institutions serving restricted 
localities were at length being absorbed 
into the great nation-wide banks. 

From a table published in connection 
with the above, it is shown that for the 
banks in the United Kingdom, including 
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the Bank of England, the per cent of 
capital and reserves to liabilities has de- 
clined from 15.3 in 1897 to 5.6 in 1940 
—this being also the lowest percentage. 
recorded in the period 1897-1940. 


—_— 


GERMANY ACQUIRES GREEK 
BANKS 


AMoNnc recent evidence of German finan- 
cial exploitation of the occupied terri- 
tories comes the news that the National 
Bank of Greece has been absorbed by 
the Deutsche Bank and the Bank of 
Athens by the Dresdner Bank. It is in- 
teresting to note that the absorption of 
the Greek business of these banks should 
have been effected by German and not 
by Italian institutions. Since Greece 
was marked out as a sphere of Italian 
influence and is now being policed by 
Italian troops, this initiative of German 
banks provides yet another token of the 
depths of servility to which the junior 
partner of the Axis has sunk. It should 
be noted that, in the case of the Bank 
of Athens, the business so absorbed is 
only that established in what is now 
enemy territory. The management of 
the branches and funds of the bank out- 
side such territory, in London, Egypt 
and Cyprus, has been vested by decree 
law of the Greek Government in a Board 
of Management composed of those di- 
rectors of the bank who are outside 
enemy occupied countries. In addition 
to its London office, the Bank of Athens 
has three branches in Egypt and two in 
Cyprus. These provide the nucleus of 
an active business around which it will 
be possible to regroup the whole organ- 
ization when the octopus-like tentacles 
which German banking is now spreading 
in Greece have been severed.—The 
Economist. 


_ 


INDIA 


Statistics on banking in India and 
Burma during 1939 and 1940 recently 
issued by the Reserve Bank of India 
have elicited comment in Indian finan- 
cial circles on the essential strength of 
India’s banking system and its nonim- 
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pairment by the war. However, not all 
the banking legislation contemplated 
before the advent of war has been intro- 
duced. 

At the end of 1940 there were 62 
scheduled banks (comparable to member 
banks in the Federal Reserve system of 
the United States) in India and Burma 
and 2,074 offices and branches of banks, 
of which 390 belonged to the Imperial 
Bank, 101 to the exchange banks, and 
857 to the scheduled banks. The num- 
ber of nonscheduled banks increased in 
1940 from 673 to 715. In Bengal and 
Madras nonscheduled banks predomi- 
nate, while in Bombay they are scarce. 
The number of exchange banks in- 
creased from 18 to 20. Bank failures 
were fewer, but the total paid-up capi- 
tal involved was much higher. There 
was no major failure, but the presence 
in India of a large number of credit 
institutions with slender capital re- 
sources is considered a standing threat 
to the banking system. 


Deposits in all classes of banks in- 
creased in 1940 over 1939. Investments 
increased considerably; loans and ad- 
vances declined substantially because of 
developments unfavorable to trade. The 
steady advance of demand and time 
liabilities of scheduled banks evidenced 
during the preceding five years con- 
tinued in 1940. The percentage of cash 
balances to demand and time liabilities 
rose from 10.9 at the end of 1939 to 
20.7 at the end of 1940. 

The rise in the cash ratio was at- 
tributed partly to the natural anxiety of 
the banks to keep their position liquid 
in an atmosphere of growing uncer- 
tainty and partly to the decline of busi- 
ness after the short-lived boom which 
followed the outbreak of the war. The 
decline in the proportion of advances 
and bills discounted to total demand 
and time liabilities from 58.82 in 1939 
(to which it had risen from 39.36 in 
1935) to 37.67 in 1940 was likewise a 
result of business recession. 

It is generally agreed in India that 
the Reserve Bank has discharged its re- 
sponsibilities in the management of the 
public debt, the unification and control 
of banking and currency, and the opera- 
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tion of its cheap-money policy with great 
skill. The Bank had a particularly ex- 
acting task during the past year in con- 
trolling India’s currency and credit in 
connection with the repatriation of ster- 
ling debt and with the administration of 
exchange control. 


A record profit was earned in 1940-41. 
After declaring a 31% per cent dividend, 
the Bank transferred 26,176,447 rupees 
to the Government—which amount was 
considerably in excess of expectations. 
Earnings from foreign assets were par- 
ticularly high because of the large ac- 
cumulations of sterling balances in Lon- 
don as a result of the surplus of exports 
and the substantial payments made by 
the British Government for war supplies. 

The Reserve Bank’s greatly increased 
holdings of rupee securities as a result 
of the repatriation program alsc brought 
larger income from interest, as did com- 
missions for managing the public debt. 
Exchange-control licensing was also a 
source of revenue. (No fees are received 
for conducting the ordinary business of 
the Government.) 

The present position of the Reserve 
Bank reflects to a marked and significant 
degree the fiscal and economic evolution 
of India. Sir James B. Taylor, Gover- 
nor of the Reserve Bank, in an address 
to sharehelders, emphasizes that the 
large transfers to the Central Govern- 
ment this year were primarily due to the 
large increase in investments “resulting 
from the expansion of the currency 
necessary to cope with the growth in the 
country’s activities during the war, the 
bulk of which was due to purchases by 
the British Government, for which they 
paid the Indian Government in sterling, 
in exchange for which we gave the Gov- 
ernment rupee currency.” He also 
stressed the increase in the number of 
the Reserve Bank’s branches to 1,404 
from 723 at the end of 1935, the year 
in which the Bank started business. 

The Bank of India, which is strongly 
identified with commercial interests in 
Bombay, has continued to expand its 
business and branches throughout India. 

Increasing war consciousness checked 
speculative operations during August. 
Despite the pause, there is a general sen- 
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timent of optimism among operators 
and investors in regard to opportunities 
for profitable investment in Indian in- 
dustries. 

The all-India defense loan total of 
690,000,000 rupees, thus far subscribed, 
has been declared by the Viceroy to be 
far short of the needs of the Govern- 
ment, which must have at least 1,000,- 
000,000 rupees a year to meet expendi- 
ture on Indian war measures and the 
proper financing of war-supplies opera- 
tions.—Foreign Commerce Weekly. 


MEXICO 


From the Review of the Economic 
Situation in Mexico, issued by the Banco 
Nacional de Mexico, the following is 
taken: 

“According to the official figures 
which we have been able to gather to- 
gether along this month, until the 30th 
of June the apparent shortage of the 
national trade balance aggregated 79.6 
millions. The analysis of the trade fig- 
ures will lead the observer to the con- 
clusion that this shortage results from 
the increased importations and the de- 
creased exportations brought about by 
the war. In fact, during the first six 
months of 1941, importations amounted 
to 405.3 million pesos, as against 353.1 
for the same period of 1940. Exporta- 
tions, which reached 520.3 million pesos 
in 1940, dropped to 325.6 millions. 
Therefore, our exportations have dimin- 
ished 194.7 millions in one year, while 
our importations have increased 52.4 
millions. 

“This has roused all kinds of conjec- 
tures. Mexico was believed to break its 
trade traditions since it always has ex- 
ported more than it imported contrarily 
to what is happening now. This remark 
is quite true, and it has been said also 
that the situation would leave the door 
open to a depreciation of the currency. 
Upon examining the corresponding data, 
we find that, most likely, the decrease of 
exportations is largely due to the fact 
that Mexico has been holding up the 
gold it formerly shipped to the United 
States.” 
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The Practical Operation 
of a 
Small Bank’s Credit 
Function 


By 
JOHN WETZEL 
Assistant Cashier, 


The Bayside National 
Bank, Bayside, N. Y. 


ERE at last is a book on bank 

credit procedure for the use of 
smaller banks. In writing it the 
author had in mind the small 
interior bank with total assets of 
from one to ten millions, employ- 
ing in its credit department a 
maximum personnel of an execu- 
tive officer and one or two clerks. 


It is intended to be a manual of 
Operations—a manual that will 
meet the restrictions of a small 
bank’s credit facilities and yet be 
consistent in its recommended 
procedure with good credit man- 


-agement practices and able to 


stand the test of bad times with a 
minimum of loss. 


Send for a copy on 5 days’ 
approval and judge for yourself its 
every-day usefulness in your bank. 


Price $1.75 delivered 


BANKERS PUBLISHING COMPANY 
465 Main Street, Cambridge, Mass. 
Please send me on approval a copy of 
“The Practical Operation of a Small 
Bank’s Credit Function” by John Wet- 
zel. At the end of 5 days I will either 
remit $1.75 or return the book. 
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SERVING CITY AND COUNTRY ALIKE 


BANK OF MONTREAL 


Established 1817 
500 BRANCHES IN CANADA 


Head Office: 
Chicago Office: 27 South La Salle St. 


New York ea 64 Wall sc. 


Montreal 


in Francisco Office: 333 California Sr. 


Current Conditions in Canada 


URVEY of economic conditions dur- 
ing the first nine months of the cal- 
endar year reveals a further ad- 
vance in activity, measured by an 
increase of nearly 11 per cent in the 
national income, which, as compared 
with the same period of last year, rose 
from $3,511,000,000 to $3,891,000,000, 
largely the result of war demands upon 
production, reports the Bank of Mon- 
treal in its Business Summary for No- 
vember 22. The summary continues: 


The Official Index 


“The official index of the physical 
volume of business during this nine- 
month period averaged 133.8, an in- 
crease of nearly 13 per cent over the 
high level attained in the corresponding 
period of 1940. While the upward 


movement was general, it was most 


marked in the field of manufacturing 
production, where an 18-point rise was 
recorded. 

“Canada’s external trade in the same 
period, also reflecting war conditions, 
showed substantial betterment, exports 
rising in value (gold excluded) from 
$869,000,000 to $1,185,000,000, a rise 
of 36.3 per cent. Imports increased by 
an equal percentage to $1,048,000,000. 
Exports were $137,000,000 greater in 
value than imports as compared with an 
excess of $101,000,000 in the corre- 
sponding nine months of last year. Net 
exports of non-monetary gold were up 
2.2 per cent. Wholesale trade was sub- 
stantially greater and the index of retail 
sales was up 16.6 per cent. Railway 
traffic, reflecting the movement of com- 
modities, was well in advance of last 
year. Employment, under these condi- 
tions, was naturally better, the general 
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index rising from 119.5 to 147.2. 
Manufacturing was especially active and 
employment gained nearly 28 per cent 


in this field.” 


Bank of Montreal Statement 


Total resources of $1,046,551,000, the 
highest in 124 years of operation, were 
reported by the Bank of Montreal in 
its statement of October 31, 1941, the 
end of its financial year. This repre- 
sents an increase of $85,216,000 over 
the close of the preceding fiscal year. 

The record volume of operations dur- 
ing the past year, according to a state- 
ment issued by the bank, reflects the 
extent to which it is participating in the 
wartime activity of industry and com- 
merce through its branches in every 
part of the Dominion. 

Deposits of the bank on October 31 
totaled $928,387,000, an increase over 
last year of $79,522,000. Of this amount 
$809,110,000 were in Canada and $119,- 
277,000 elsewhere. In financing the 
expanded operation of manufacturers, 
farmers, merchants and others, the trend 
of the bank’s commercial and other 
loans continued upwards. Total of such 
loans, at $275,698,000, represents an 
advance over last year’s figures of $42,- 
138,000. Of the total loans, $254,427,- 
000 were in Canada and $21,271,000 
elsewhere. 

On the other hand, loans to provin- 
cial and municipal governments, at $28,- 
964,000, were down by $6,349,000, in- 
dicating improvement in the finances of 
these public bodies. 

Quickly available assets totaled $705,- 
662,000, an increase of $42,476,000 
compared with last year, and were equal 
to 73 per cent of all liabilities to the 
public. Investments in Government 
and other bonds and _ debentures 
amounted to $498,740,000, which is 
higher by $36,913,000. Cash and de- 
posits with the Bank of Canada in- 
creased $9,721,000 to a total of $92,- 
755,000. 

After payment of Dominion Govern- 
ment taxes amounting to $2,242,905, the 
bank’s profits for the vear were $3,437,- 
026 compared with $3,435,941 for the 
preceding year. 
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The Canadian Bank of Commerce 


In their Monthly Commercial Letter, 
The Canadian Bank of Commerce, To- 
ronto, states that, as foreseen, price con- 
trol and wage regulations are to become 
integral parts of Canadian economy. On 
this subject the Letter goes on to say: 

“The relative official measures are 
complementary to those announced a 
month or so ago, giving authority to 
the Wartime Prices and Trade Board to 
fix prices of all commodities and to the 
War Industries Control Board to allot 
supplies of materials to civilian manu- 
facturers and dealers. In fact, the press- 
ing need for materials with which fully 
to implement the national war program 
underlies the price and wage control 
plans. The necessity for meeting this 
need by diverting materials from 
civilian to armament purposes seems to 
have left no alternative to price and 
wage fixing if the highly inflationary 
influence of a public scramble for a 
smaller supply of civilian goods was to 
be avoided. 

“The price control regulations follow 
closely those dictated by experience 
with such measures, but the extension 
of the cost-of-living bonus plan to all 
employes comprising the largest work- 
ing forces is an innovation and one, it 
must be admitted, which will compli- 
cate the problems of readjustment that 
business faces in operating under fixed 
prices and without the opportunity of 
recovering higher costs, except possibly 
by new labor saving devices, which are 
most difficult to introduce under present 
conditions. It is fortunate therefore 
that provision has been made for em- 
ployers whose operations may be ren- 
dered unprofitable, even impossible, by 
payment of the whole of the statutory 
cost-of-living bonus to appeal to the au- 
thorities for easement or suspension of 
this wage regulation and that initial 
payment of the bonus may be deferred 
until February 15. 

“While recognizing the necessity for 
price control if the national war pro- 
gram is to be consummated successfully. 
and while urging the fullest support for 
this plan, we cannot ignore the fact that 
Canadian economy is now to undergo a 
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sweeping transformation for at least the 
duration of the war. The basis of nor- 
mal business—freedom of markets, 
competition and prices—will be _ re- 
placed by a new foundation in which 
price will not be an important element. 

“Our index of industrial activity re- 
cords a recovery in manufacturing out- 
put to the level of August last. The 


mid-October figure of 162 (1937—=100) 
compares with 160 in September and 
162 in August, while the percentage of 
capacity utilized was 114 as compared 
with 113 in September and 114 in 
August.” 


Feeding Britain in Wartime 

“The task of feeding 48 million peo- 
ple whom a ruthless enemy has deter- 
mined to starve”—the job of the British 
Ministry of Food—is the subject of the 
Monthly Review of The Bank of Nova 
Scotia for October-November. 

The story of the British food situa- 
tion and of food policy in this war is 
one which concerns a sort of wartime 
economics which has recently become of 
much more practical interest on this side 
of the Atlantic. It illustrates the methods 
of control over civilian consumption 
goods, especially the use of price-fixing 
and rationing. But, because food is not 
an ordinary good, it does more than 
this. The food Ministry, in the words 
of the British Parliamentary Secretary 
to the Ministry, “is dealing with a very 
sensitive part of the human anatomy. 
You may put off buying a new suit or 
dress, but to put off taking food is not 
possible for any length of time.” 

The food situation has never been 
desperate, nor have Britons gone hun- 
gry, says the Review. There has been 
since the middle of 1940, however, a 
gradually increasing restriction of sup- 
plies both in the basic foods other than 
bread, and in supplementary foods. “In 
general, dietary experts in Britain have 
not been worried about the total food 
consumption of the British people but 
have expressed concern about the short- 
age of animal proteins caused by the 
reduced consumption of meat, cheese 
and eggs.” The Minister of Health in 
his recent speeches on this continent 
stated that his greatest worry is the 
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shortage of meat and cheese for workers 
in heavy industry and for growing 
children. 

These needed “animal protein” foods 
are the ones which Britain is now get- 
ting increasingly from North America. 
Australia and New Zealand have not 
been able to ship as much over the long 
Pacific route, because of the shipping 
shortage, and it has fallen to Canada 
and the United States to ship much 
more. Already the increased shipments 
have had a measurable effect on British 
rations and the Review states that “if 
the battle of the Atlantic continues to 
go in Britain’s favor the outlook is for 
material improvement in the British 
food situation. Chief among the rea- 
sons is that the United States has now 
joined Canada in an all-out effort to 
increase food production: for Britain.” 
Provision of these larger food supplies 
depends on how much protection can 
be increased and perhaps also upon the 
willingness of people on this continent 
to limit their own consumption of cer- 
tain prdoucts, as Canadians have al- 
ready done by cutting down consump- 
tion of pork and cheese. 

The Review emphasizes that “con- 
trols” do not necessarily mean wartime 
privation. On the contrary, they are 
designed to see that the individual gets 
his rightful share of supplies whether 
they be contracting or expanding. The 
reason for rationing and price control 
is that shortages bring rising prices, and 
rising prices are not an equitable way 
of distributing a smaller supply. The 
British food situation in the past year 
and a half illustrates the way in which 
shortages tend to spread and hence con- 
trols to widen. 

This process is revealed in a brief 
summary of food policy since the war 
began. Before imported and domestic 
supplies suffered much restrictions, ris- 
ing food prices reflected chiefly in- 
creased costs rather than economic 
shortage, price controls had been insti- 
tuted mainly to facilitate distribution of 
those commodities for which the Min- 
istry of Food had become the central 
purchaser, and rationing had been be- 
gun rather to prevent a running-down 
of stocks than to eke out shortages. 
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After the middle of 1940, general 
shortages in relation to demand grad- 
ually became the rule rather than the 
exception. Rations were extended from 
bacon, butter, meats and sugar, to tea, 
margarine and cooking fats in the 
autumn of 1940, and to jams, cheese, 
eggs and finally milk during the course 
of 1941. Several reductions in ration 
levels were made, and controls of un- 
rationed foods became more necessary. 
A landmark was the institution of a gen- 
eral standstill price order in January, 
1941, for a long list of hitherto uncon- 
trolled foods, which has been gradually 
superseded by a series of specific maxi- 
mum price orders. Other highlights 
were the appointment early this summer 
of a general controller of unrationed 
foods and the decision to assume control 
of fish—long delayed because of the pe- 
culiar difficulties involved in obtaining 
control of supplies. 

Control has not proved a simple mat- 
ter, says the Review. Rationing and 
limitation of prices for particular com- 
modities have been difficult without con- 
trol of supplies and of distribution. 
Where there was any chance of dispos- 
ing of goods at other than the fixed 
prices, or where transportation charges 
were an important factor, the com- 
modity has sometimes tended to dis- 
appear from the market. “The remedies 
have lain in the completeness of price 
controls and in attempts to assure—by 
regulation and order—that supplies be 
disposed of where control of distribu- 
tion could be assumed.” 


Canadian Ship Building 
The November Letter of The Royal 


Bank of Canada comments as follows on 
the expansion of Canadian shipyards: 

“At the outbreak of war, only 1,500 
men were employed in Canadian ship- 
yards. Activity has now reached a point 
where more than 20,000 workers are 
required in 17 major and 45 smaller 
yards and over 100 naval vessels and 
350 smaller craft have been turned out. 
Canada’s official program provides for 
the construction of more than one hun- 
dred 4,700 and 9,300 ton freighters ag- 
gregating nearly a million tons in all. 


A number of these vessels have already 
been launched and it is anticipated that 
about 80 will be in operation before 
the end of 1942. This is in addition to 
20 vessels contracted for earlier by the 
British Government. Altogether, con- 
tracts placed to date involve the ex- 
penditure of some $320 million.” 


Concerning the expansion of Canadian 
farms the Letter continues: 

“Canadian farms, too, are expanding 
production to meet overseas demands for 
foodstuffs. During the first year of the 
war, Canada shipped 321 million 
pounds of bacon and 90 million pounds 
of cheese to Great Britain; in the 
second year these totals were increased 
to 425 and 112 million pounds respec- 
tively. In all it is estimated that ship- 
ments of pork products since September 
1939 now exceed 800 million pounds. 
The 1941-42 objective for bacon ship- 
ments has been set at 600 million 
pounds. The immense advance attained 
is apparent when these totals are com- 
pared with 161 million pounds of bacon 
and 82 million pounds of cheese 
shipped during the twelve months 
immediately preceding the outbreak of 
hostilities. Vast quantities of eggs and 
concentrated milk products have been 
forwarded. Shipments of wheat and 
wheat flour to Great Britain have 
amounted to 200 million bushels and 7 
million barrels respectively during the 
past two years. An additional 120 mil- 
lion bushels of wheat are to be shipped 
during the current crop year. 

“The cost of war on such a scale is 
of course colossal. This fact was 
brought home to the Canadian people by 
the budget for the current fiscal year. 
War expenditures were tentatively 
placed at $1,450 million, not including 
the credits which Canada is making 
available to Great Britain for the pur- 
chase of war supplies in this country. 
The net amount which Canada expects 
to provide for the latter purpose during 
the current fiscal year is placed at 
approximately $900 million. Canada’s 
total war expenditures for the current 
fiscal year thus are estimated at $2,350 
million or 40 per cent of the national 
income of the country.” 
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BOOKS for 
BANKERS 


Brief Reviews 


THE Economics OF AMERICAN DEFENSE. 
By Seymour E. Harris. New York: 
W. W. Norton. Pp. 344. $3.50. 


THE author sets out to demonstrate that 
the United States can have both guns 
and butter, or at least guns and almost 
as much butter. He claims, “Even a 
major effort is possible in the United 
States without a serious reduction and 
probably without any reduction of con- 
sumption below the prewar (1939-40) 
level. Additional output and a reduc- 
tion of capital expansion and main- 
tenance will probably provide the re- 
quired resources.” 

Harris assumes that the national in- 
come will reach 90 billion dollars by 
1942 (since publication it has already 
reached 92 billion), and that military 
expenditures will require 20 billion of 
the national income. When the defense 
program was begun, national income 
amounted to only 70 billion. The sim- 
ple conclusion is that military expendi- 
tures may come entirely from the in- 
crease of national income, that is, from 
the increased efforts of greater numbers 
of workers. 

This would be an ideal solution to the 
defense problem, but one extremely dif- 
ficult of achievement, since consumers 
with an added 20 billion of income are 
likely to be bidding for only 70 bil- 
lions worth of nonmilitary goods, with 
a consequent rise of prices to upset the 
entire program. The book is written 
to show how the ideal solution may be 
approached by assuring that the added 

‘ 20 billion of income is saved, not spent. 

Included are chapters on the period 
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leading up to the war (1933-40), and 
on postwar problems. He hints at a 
national debt of 250-300 billion dollars 
by 1980, and claims the charges on such 
debt could be met if national income 
remained at a high level. “The higher 
the debt rises, however, the more serious 
the problem of transfers of income to 
the rentier class may become; and the 
process ultimately becomes one of dis- 
guised repudiation of debt via taxation 
of the income received on public debt.” 


FINANCIAL Poticy oF CORPORATIONS. 
By Arthur S. Dewing. New York: 
The Ronald Press Company. 1941. 


Two volumes. Pp. 1550. $10. 

Tuis is the bible of corporation finance. 
It is the fourth edition of a classic work 
that is as well known as it is compre- 
hensive. The present printing, it should 
be noted, is much more than a revision. 
A large amount of new material has 
been added; many sections have under- 
gone extensive development to keep 
pace with the changing times. 

Five main divisions are outlined as 
broad classifications of the subject mat- 
ter covered. Book I is devoted to Cor- 
porate Securities. Book 2 deals with 
Valuation and Promotion, while Book 
3 examines the Administration of In- 
come. Expansion is next on the list 
while the final book investigates Finan- 
cial Readjustments. 

To enumerate all the sub-topics, and 
the exact manner in which they are 
treated, would require many pages. It 
should be sufficient to point out that 
Professor Dewing has had unusual and 
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broad contacts in the field of finance, 
that his qualifications as an expert in 
this field are extraordinary, and that 
the scope of this presentation is un- 
paralleled in any other single endeavor. 

Let it not be said that Professor Dew- 
ing is content to treat elements of cor- 
porate finance in a theoretical void. The 
whole business of finance is examined 
and interpreted in the light of chang- 
ing social and economic relationships. 
The impact of regulation by administra- 
tive agencies such as the Securities and 
Exchange Commission and the Inter- 
state Commerce Commission is the sub- 
ject of much discussion. Scrutinization 
of legal principles affecting corporate 
policy, particularly with regard to re- 
organization proceedings, is intensive 
and penetrating; the volume is espe- 
cially valuable to attorneys specializing 
in this field. The book is right up to 
the minute. 

There are voluminous notes, citations 
and reference materials to assist the 
reader who is pursuing some special 
study. Probably the best recommenda- 
tion for this work is the fact that past 
editions, as librarians will tell you, have 
been thumbed almost to extinction. 


Crepit MANuAL oF CoMMERCIAL Laws. 
1942 Edition: New York: National 
Association of Credit Men. Pp. 848. 
1941. $6.50. 


Tuis is the 34th annual edition of what 
many business executives consider an 
almost indispensable handbook on the 
laws of business. During the past year 
the legislatures in forty-four states held 
sessions and enacted new laws and re- 
vised old statutes affecting trade. These 
law changes have all been checked and 
are included in the 1942 edition. 

The book is divided into seven parts. 
The first is headed, “Making the Sale,” 
and deals with such subjects as Con- 
tracts, Statute of Fraud, Corporations, 
Partnerships, Agency, Contractural 
Rights of Married Women, Law of 
Sales, Export Sales and Credits. It also 
takes up Sales and Use Taxes and Fair 
Trade Laws in the various states. 

Part two covers the general subject 
of Secured Sales, such as Conditional 
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Always a sound 
investment LEARNING 
ANOTHER LANGUAGE 


The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 

Commercial courses for advanced stu- 
dents. Private or class instruction. Day 
or evening. Native teachers. Send for 
catalog. 


Free Demonstration Lesson 


BERLIT SCHOOL OF 


LANGUAGES 
630 Fifth Ave. 

International Bldg., Rockefeller Center 
BRookiyNn 6 Court Street 
BALTIMORE ....Baltimore Life Building 
Boston ............ 140 Newbury St. 
BuFFALO Rand Building 
Cuicaco .30 North Michigan Avenue 
CLEVELAND Leader Building 
Derroit . .David Whitney Building 


NEWARK 
266 S. 15th Street 


PHILADELPHIA .... Str 
PITTSBURGH Grant Building 


San Francisco 209 Post Street 
Wasuincrown......Hill Bldg., 17th & Eye Sts. 


Sales, Chattel Mortgages, Bailments, 
Consignments and Trust Receipts. 

Part three takes up the problems 
found in “Collecting the Account.” Part 
four is devoted to Insolvency. Part five 
takes up “Credit Protection on Public 
Work Projects.” 

An extensive section Part six, gives 
a general outline of the new Federal 
Regulations on National Defense. 


INVESTMENTS. By George W. Dowrie 
and Douglas R. Fuller. New York: 
John Wiley & Sons, Inc. Pp. 631. 
$4. 


THIs is a comprehensive work on in- 
vestments, prepared from the point of 
view of the investor rather than from 
the standpoint of business organization 
and management. The reader is ac- 
quainted with the principles applicable 
to all forms of investment and is intro- 
duced to the major problems which each 
important phase of the subject presents. 

The authors separate their treatment 
into five major divisions. After outlin- 
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ing the nature of investment, they pro- 
ceed to explore its mechanisms. In this 
connection, equities and fixed-income 
obligations are discussed, as well as in- 
vestment banking and the security mar- 
kets. The third and fourth sections, 
concerning investment policy and _ in- 
vestment analysis, are intensive and well- 
rounded developments. The chapters of 
these divisions cover nearly every by- 
path of finance and the material is pre- 
sented in palatable fashion. The con- 
cluding section deals with investment 
management. 

The volume covers numerous aspects 
of the investment field which are gen- 
erally missing in most texts. Attention 
is given to the investment programs of 
institutions, insurance companies, in- 
vestment trusts and banks. In the realm 
of analysis, portfolio managers will find 
the chapters on railroad, utility, civil 
and real estate obligations of particular 
interest. 

As is apparent from the above com- 
ment, Messrs. Dowrie and Fuller cover 
a wide range of topics. This work really 
represents a number of books rolled 
into one. Those who desire a compre- 
hensive, readable text should not over- 
look this unusual presentation. 


THe FepeRAL REseRvVE BANK oF RICH- 
MOND. By Charles Guernsey Coit. 
New York: Columbia University 
Press. Pp. 140. 1941. $2. 


Tuis study shows the extent to which 
the Federal Reserve Bank of Richmond 
has been successful as a regional central 
bank. The research was organized to- 
ward the answering of the following 
questions: To what extent has the Fed- 
eral Reserve Bank of Richmond exer- 
cised independent and effective control 
over credit in the Fifth Federal Reserve 
District? Has the bank adequately ful- 
filled the short-term credit demands of 
the District? To what exent has it been 
necessary for other regional banks to 
assist the Federal Reserve Bank of Rich- 
mond to meet credit emergencies? Has 
the Federal Reserve Bank of Richmond 
succeeded in its efforts to establish uni- 
versal par-clearance of checks in the 
District? 
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Other questions pertain to the Bank’s 
cost of operation, its function of issuing 
currency, and acting as fiscal agent for 
the United States Treasury. 


Arr Matt PAYMENT AND THE GOVERN- 
MENT. By F. A. Spencer. Washing- 
ton, D. C. The Brookings Institution. 
Pp. 402. 1941. $3. 


Tuts book is a penetrating and authori- 
tative analysis of the issues and prob- 
lems encountered in determining the 
amounts of remuneration going to the 
airlines for carrying the mail. It traces 
the relation of these payments to the de- 
velopment of this special class of postal 
service and to the promotion of commer- 
cial air transportation from the first air 
mail service in 1918 to the present. 


CREDIT AND COLLECTION PRINCIPLES 
AND Practice. By Albert F. Chapin. 
Fourth Edition: New York: McGraw: 
Hill. 1941. Pp. 679. $4.50. 


GENERALLY regarded as one of the best 
treatments of the subject available, this 
standard text presents the principles and 
practice of commercial credit in relation 


‘to the wholesaler, the manufacturer, 


and the bank. In the first part the 
author discusses the effect of credit upon 
business, the instruments of credit, the 
organization of credit work and the fac- 
tors affecting the quality of credit risk. 
The second part deals with credit in- 
vestigation and analysis, and the third 
part covers the entire field of collec- 
tions. 

Of special interest to bankers is Part 
II which covers credit investigation and 
analysis. This section covers such topics 
as Sources of Information; Special Mer- 
cantile Agencies; Credit Interchange 
Service; Personal Investigation and 
Banks; Salesmen, Attorneys, Personal 
Interviews, and Miscellaneous Sources 
of Information; the Financial State- 
ment; Financial Statement Interpreta- 
tion; Sales and Balance-Sheet Relation- 
ships in Statement Analysis; Statement 
Analysis by Comparison and the Income 
Account. 

The author is associate professor of 
finance at New York University. In 
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this fourth edition he has revised the 
text to bring the material into conform- 
ity with present-day economic conditions 
and business practice. 


THE PRESIDENTS AND CrviL DisorDER. 
By Bennett Milton Rich. Washing- 
ton, D. C. The Brookings Institution. 
Pp. 235. $2. 


THE threat of civil disorder is ever 
present. Unpopular laws, political 
struggles, racial conflicts, and especially 
labor disputes, have, in times past, re- 
sulted in serious rioting and bloodshed. 
To enforce the peace, many presidents, 
including Washington, Jackson, Cleve- 
land, and the Roosevelts, have made use 
of the armed forces of the nation. 

This study shows how the presidents 
have handled the major instances of do- 
mestic disorder. The Whisky Insurrec- 
tion, The Dorr Rebellion, the Great 
Railroad Riots of 1877, and the Pullman 
Strike, the Bonus Marchers, and the 
strike at North American Aviation—in 
these disturbances and others—the role 
of the president is considered in detail. 


FEDERAL FINANCES IN THE COMING 
Decape. By Carl Shoup. New York: 
Columbia University Press. Pp. 126. 
1941. $1. 


As a result of the defense effort, the 
United States of America faces a finan- 
cial problem the size of which few per- 
sons appreciate. The solution to this 
problem will not be found until figures 
of some sort are set down by means of 
which a full realization can be obtained 
of the size and complexity of this fiscal 
problem and the relative importance of 
the various parts. 

The author has attempted this, and 
no more. Here are various figures—not 
predicted figures, but estimated mini- 
mums. By means of these estimated 
minimums he has plotted in rough out- 
line the financial future of this country. 
He has done so for ten years ahead. 

This, it must be emphasized, is not 
prediction or prescription. On the con- 
trary, it is an effort to promote a care- 
ful, a* dispassionate discussion of the 
next decade in terms of fiscal policy. To 
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be sure Professor Shoup has had to base 
his whole study upon some definite 
ideas of what the future holds for the 
world. In this respect he is very ex- 
plicit, as witness his twelve assumptions, 
one of which is a British victory in 1943 
or 1944. 


Wortp Economic Survey. 1939-1941. 
League of Nations Publication. New 
York: Columbia University Press. 
Pp. 260. 1941. $2.50. 


Wuart are the economic problems of the 
warring nations, and how do these prob- 
lems affect the rest of the world? How 
are production and consumption con- 
trolled How is war financed? What 
effect does war have on raw materials 
and foodstuffs, on industrial activity? 
How is international trade possible, and 
to what extent can it be carried on? 
What effect do the latest developments 
in international affairs have on wartime 
economics? 

The ninth edition of “World Eco- 
nomic Survey,” published by the Eco- 
nomic and Financial Section of the 
League of Nations, takes up these ques- 
tions in a volume covering nearly two 
years, from the fall of 1939 to the sum- 
mer of 1941. This work has become 
increasingly important, not only to eco- 
nomic students and men of affairs, but 
to the general public as well, and its 
observations of a world at war are now 
met with more than usual interest. 


BOOKLETS 


Your Corporation Tax. By J. K. Lasser. 
New York: Simon & Schuster. 1941. Pp. 
144. $1. 


Tus useful book has been completely re- 
vised to cover the changes in the new law. 
The Excess Profits Tax Law of 1941 is one 
of the most complicated measures ever to 
pass Congress. Even those corporations 
believing they are exempt must comply with 
many technical features of the New Law to 
prove their exempt status. This new edition 
explains each and every part of the New 
Law in simple language. 

In order to keep purchasers of the book 
up-to-date on new developments, the pub- 
lishers have arranged with the author to 
send, without cost, as many reports on the 
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new legislation as may be necessary to keep 
the reader posted on all changes that may 
be made before March 15, 1942. 


Your Income Tax. By J. K. Lasser. New 
York: Simon & Schuster. Pp. 144. 1941. 
$1. 


Tus is the new 1942 edition for use in 
preparing the 1941 tax return. Bankers 
should find it invaluable in helping to an- 
swer questions of their depositors relating 
to personal income tax returns. 

It is complete and up to the minute and 
explains all of this year’s many important 
changes. It tells the tax-payer each and 
every deduction to which he is entitled. It 
tells him how to prepare his Income Tax 
Return quickly and correctly, thus saving 
time and avoiding future assessments, pen- 
alties and interest charges. It is written 
for the average man or woman, but even 
those who employ tax counsel will benefit 
by it. 


INSTALMENT SELLING—Pros anv Cons. By 
William Trufant Foster. New York: Pub- 
lic Affairs Committee, 30 Rockefeller 
Plaza. Pp. 32. 1941. 10c. 


Tue instalment selling restrictions put into 
effect in September are justified as an anti- 
inflation measure and as an aid in checking 
the slump in trade and employment after 
the war declares the author of this pam- 
phlet. 

“Reduction of even a billion dollars of 


debt-creating purchases will help,” Dr. Fos- 
ter asserts, “and when the slump in busi- 
ness starts, at the conclusion of the defense 
program, instalment sales agencies . . . could 
help by reversing that policy.” 


Dr. Foster finds that several abuses, 
among them inaccurate and misleading 
methods of expressing charges, have greatly 
hampered the usefulness of instalment sell- 
ing as a legitimate sales device. 

“Plainly there is need,” he adds, “for a 
clear, inclusive, uniform method of state- 
ment, applied wherever instalment credit 
is granted. The method should permit easy 
comparison, not only with various sources 
of merchandise credit, but also with sources 
of cash credit, both in dollar terms and in 
percentage terms.” The most satisfactory 
method, he suggests, is a percentage on the 
current, unpaid, monthly balance. 

Although admitting that instalment buy- 
ing has frequently been injurious to indi- 
vidual customers, Dr. Foster declares that 
the charge that it is a primary cause of 
business depressions “lacks support in logic 
or in statistics.” 

On the contrary, he asserts, “at times the 
expansion of instalment sales has staved off 
a slump of business. At such times this 
sales device has boosted employment, pro- 
duetion and payrolls .. . If the sales volum: 
were stabilized, this selling device would 
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neither advance nor retard business. 

“What actually happens,” he suggests, “is 
that time sales fall off substantially when 
business in general falls off, while debtors 
continue to make payments on the goods 
which they bought when business was pros- 
perous. Thus a part of their current in- 
come is lost to current markets. Depres- 
sions are deeper and last longer, therefore, 
than they would if consumers bought only 
for cash.” 

This is the sixty-first of a series of popu- 
lar, factual, 10-cent pamphlets published 
by the Public Affairs Committee. 


Economic Impiications oF Pustic Utinrry 
Howtpinc Company Operations. By Mer- 
win H. Waterman. Ann Arbor, Mich. 
University of Michigan Press. 1941. Pp. 
180. $1. 


Tus is a new volume in the Michigan Busi- 
ness Studies. Its objective is explained by 
the author in his introduction as follows: 

“It is not within the province or abilities 
of this writer even to raise questions of law 
or the constitutionality of laws, let alone 
attempting to answer such questions. How- 
ever, it appears to be a matter of universal 
economic and social interest to raise ques- 
tions regarding the reasonableness of laws 
and their application to our economic order 
and institutions, and on this basis the op- 
portunity was welcomed to study and re- 
port on the facts of this particular problem 
of the applicability of Section 11(b) (1) 
of the Public Utility Holding Company 
Act of 1935 to the public utility industry. 
This publication constitutes a report on the 
results of such study and research, and if 
it suggests to jurists, administrators, and 
students of economics and administrative 
law any ideas regarding sound utility regu- 
lation, its purpose will have been served.” 


Berrer Nvurstnc ror America. By Beulah 
Amidon. New York: Public Affairs Com- 
mittee, 30 Rockefeller Plaza. Pp. 32. 10c. 


Desprre a threatened shortage in personnel, 
the nursing profession is far better pre- 
pared for the present emergency than it 
was at the time of the first World War. 
“Twenty-five years ago,” the author points 
out, “nursing as a career was little sought 
after. The hospital schools did not have 
enough well-qualified applicants. Some 60 
per cent of the schools required only one 
full year, or even less, of high school, and 
there was little pretense that nursing schools 
existed primarily for educational purposes. 
Many hospitals had schools simply to ob- 
tain cheap nursing service.” 

Today nursing schools have rigid en- 
trance requirements and provide a thorough 
education. Vast new fields of specializa- 
tion have been opened up, and standards 
within the profession have been materially 
raised, 
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Simplifying Bank Operations 


HE requirements of the Wage and 

Hour Law, as well as the need for 

accurate and speedy execution of 
tasks by staff members, make it essen- 
tial that all banks attempt to simplify 
their methods of operation, it was 
asserted at the recent A. B. A. panel dis- 
cussion on “Simplifying Bank Operat- 
ing Procedure.” 

Participants in the discussion, which 
was under the chairmanship of Louis W. 
Bishop, assistant vice-president and 
cashier, State-Planters Bank & Trust Co., 
Richmond, Va., were: Darrel G. Ensign, 
assistant cashier, Commonwealth Bank, 
Detroit, Mich.; William J. Kinnamon, 
cashier, Hunterdon County National 
Bank, Flemington, N. J., and J. M. 
Sorensen, executive vice-president, Ste- 
phens National Bank, Fremont, Neb. 

Mr. Bishop, in opening the discussion, 
showed that expenses of insured com- 
mercial banks from 1935 to 1940 have 
been increasing at a faster rate than 
gross income, despite the fact that there 
has been a considerable decrease in in- 
terest paid on deposits. The reason for 
this, he declared, is that operating ex- 
penses have shown an “enormous in- 
crease.” 

One suggestion advanced at the meet- 
ing was that to reduce operating ex- 
penses banks should approach this task 
“as if they were in keen competition 
with the bank across the street and had 
to sell their services or stock in trade 
on the same basis as our merchant 
friend—namely on a ‘cost plus’ basis.” 
As a preliminary move, it was said all 
unnecessary steps should be eliminated. 

In line with this method of approach, 
it was stated that some banks employ 
three or four operations in making a 
record when one should be sufficient. 
As an example, it was said that when a 
department in a bank makes an entry it 
should see to it that “it gets to the gen- 


eral ledger without having to be rewrit- 
ten or further explanation added.” 

On the question of general book- 
keeping procedure, it was suggested that 
banks which still use old bank feed type 
of bookkeeping machines would do well 
to abandon them for a more modern 
type. Noting that the Wage and Hour 
Law places a premium on rapid opera- 
tion by bank personnel, it was declared 
that “banks cannot afford to operate 
with outmoded equipment which might 
cause a clerk to work overtime due to 
some error which could-have been pre- 
vented.” 

Savings banks’ pass books came into. 
the discussion when the idea was ad- 
vanced that it was more economical for 
such an institution not to have the rules. 
of the bank printed in the book. It was 
pointed out that a change in rules neces- 
sitated calling in the books and elimina- 
tion of the changed rule. This was a 
time-consuming task, it was said, and, 
further, such changing of rules printed 
in a pass book could not be done in an 
entirely satisfactory manner. 

Mr. Bishop called attention to the fact 
that it had been found that the cost of 
commercial ledger sheets ranges from 
$12 down to $3 per thousand. Such a 
wide price spread was not necessary the 
panel agreed and recommended that 
ledger sheets could to a large extent be 
standardized, thus eliminating such 
price variation. ee 

With reference to ordering supplies 
for a bank, it was suggested that one 
person should supervise all purchases. 
If it were found that it would be im- 
possible to do without a certain item, it 
was stated that the person in charge of 
purchases should attempt to improve the 
type which was then being used. Sug- 
gestions for improvement might be 
obtained from the person who uses the 
needed form to the end that “all unneces- 
sary steps be eliminated.” 
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Lawyers and Trust Institutions 


Following is the text of a joint national 
statement of policies regarding relation- 
ships between lawyers and trust institutions 
as adopted by the National Conference 
Group, consisting of representatives of the 
American Bar Association and representa- 
tives of the Trust Division of the American 
Bankers Association. The statement has 
been approved by the Executive Commit- 
tee of the American Bankers Association 
Trust Division and by the Standing Com- 
mittee on Unauthorized Practice of the 
Law of the American Bar Association. 


RUST Institutions are corporations 

engaged in the business of adminis- 

tering estates and trusts and in other 
trust activities, and acting as agents in 
all appropriate cases. Legal services 
are required in connection with many 
phases of trust business. Trust institu- 
tions are not authorized to engage in the 
practice of law. For the protection of 
the public and in aid of the administra- 
tion of justice, the practice of law has, 
by the courts and legislatures, been 
delegated and restricted to attorneys at 
law, members of the bar. Attorneys at 
law constitute a professional group that 
performs essential legal functions in the 
conduct of trust business, and have a 
community of interest with trust institu- 
tions in the common aim of service to 
the public. 


It is in the interest of the public that 
proper principles, with respect to func- 
tions of trust institutions in relation to 
the practice of law and to functions of 
attorneys at law with relation to trust 
business, be set forth and agreed upon 
by trust institutions and members of the 
bar to guide trust institutions and attor- 
neys at law alike in their important rela- 
tionships in this public service and as 
a basis for agreements between trust in- 
‘stitutions and groups or associations of 
attorneys at law. Therefore, to that 
end, the following declaration of policies 
is adopted by the National Conference 
‘Group, a joint committee of the Ameri- 
can Bar Association and the Trust Di- 
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vision of the American Bankers Asso- 
ciation. 


(1) Trust institutions should neither 
perform services which constitute the 
practice of law nor otherwise engage in 
such practice; therefore, they should not 
draw wills or other legal documents nor 
perform services in the administration of 
estates and trusts where such acts by 
law or local procedure are considered 
the practice of law. 

(2) The development of trust busi- 
ness by a trust institution should be on 
the basis of assistance to the customer 
in the use of the institution’s trust 
services and facilities as related to his 
business or financial matters. 

In all legal questions which may 
arise in the development of trust busi- 
ness, the trust institution should advise 
the customer to confer with his own 
lawyer or a lawyer of his own choosing. 


(3) The trust institution should re- 
spect and not interfere with the profes- 
sional relationship existing between an 
attorney and his client, and an attorney 
should respect and not interfere with the 
business relationship existing between a 
trust institution and its customer. It is 
recognized, however, that in all cases 
the interest of the client is paramount. 
An attorney at law must reserve the right 
to advise his client with respect to the 
choice of a fiduciary. The attorney 
should not seek to displace the institu- 
tion of the client’s choice by inducing 
the appointment of some other institu- 
tion or individual unless the attorney 
believes the client’s affairs demand 
services peculiar to some particular in- 
stitution or individual, or where the 
attorney believes that the true interest 
of the client will suffer if such substitu- 
tion is not made. 

If the trust institution is requested by 
its customer to recommend counsel, any 
counsel so recommended should be in a 
position to advise the customer disin- 
terestedly, and it is preferable that the 
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trust institution, when making such 
recommendations of counsel to its cus- 
tomer, submit, without recommending 
one above another, the names of several 
attorneys in whom it has confidence, 
leaving the choice of the selection to the 
customer. 


(4) A trust institution, qualified and 
authorized by law as a legitimate busi- 
ness enterprise, has an inherent right to. 
advertise its trust services in appropri- 
ate ways. It should not, directly or in- 
directly, offer to give legal advice or 
render legal services, and there should 
be no invitation to the public, either 
direct or by inference in such advertise- 
ment, to bring their legal problems to. 
the trust institution. Its advertisement 
should be dignified and the qualifica- 
tions of the institution should not be 
overstated or overemphasized, and it 
should not be implied in any advertise- 
ment that the services of a lawyer are 
only secondary or ministerial, or that 
by the employment of the services of 
the trust institution, the employment of 
counsel to advise the customer is un- 
necessary. 


(5) In the employment of counsel,. 
the institution should endeavor, in the 
absence of compelling reasons to the 
contrary, to engage the attorney who 
drew the instrument, or who repre- 
sented the testator or donor, to perform 
any legal work required in the course of 
trust or estate administration. 

The National Conference Group 
hereby recommends to state and local 
bar and trust organizations the creation 
of joint conference committees, com- 
posed equally of representatives of the 
trust institutions and the bar associa- 
tions, for the purpose of implementing 
and making effective the carrying out 
of these principles and the amicable and 
coéperative solution of disputes or mis- 
understandings in relation thereto. 


© 


The .30-caliber aircraft machine gur 
being produced by Brown-Lipe-Chapin 
Division of General Motors weighs only 
20 pounds but it has a firing rate of 
1,400 rounds a minute. 
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HE South Dakota Bankers Associa- 
tion in a recent bulletin to its mem- 
bers outlines as follows the main 
provisions of the Wage and Hour Act 
that are applicable to banks: 
Minimum Wages. Thirty cents per 
hour until October 24, 1945 and 40 
cents per hour after October 24, 1945. 


Maximum Hours. Forty hours per 
workweek. Time and one-half must be 
paid for hours worked over 40 in each 
workweek. 

Exemptions. Executive, administra- 
tive, professional, local retail, or out- 
side sales employees are exempt from 
the Act. 

Definitions. In determining whether 
an employe is exempt from the pro- 
visions of the Act careful attention 
should be given to the following defini- 
tions of an executive or administrative 
employe: 

Section 541.1—Executive. 

The term “employe employed in a 
bona fide executive . . . capacity” in 
section 13 (a) (1) of the Act shall 
mean any employe 

(A) whose primary duty consists of 
the management of the establishment in 
which he is employed or of a cus- 
tomarily recognized department or sub- 
division thereof, and 

(B) who customarily and regularly 
directs the work of other employes 
therein, and 

(C) who has the authority to hire or 
fire other employes or whose sugges- 
tions and recommendations as to the 
hiring or firing and as to the advance- 
ment and promotion or any other 
change of status of other employes will 
be given particular weight, and 

(D) who customarily and regularly 
exercises discretionary powers, and 

(E) who is compensated for his 
services on a salary basis at not less 


Wage and Hour Regulations 
That Apply to Banks 
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than $30 per week (exclusive of board, 
lodging, or other facilities), and 

(F) whose hours of work of the same 
nature as that performed by non-exempt 
employes do not exceed twenty per cent 
of the number of hours worked in the 
workweek by the non-exempt employes 
under his direction; provided that this 
sub-section (F) shall not apply in the 
case of an employe who is in sole 
charge of an independent establishment 
or a physically separated branch estab- 
lishment. 

Section 541.2—Administrative. 

The term “employe employed in a 
bona fide . . . administrative . . . capac- 
ity” in section 13 (a) (1) of the Act 
shall mean any employe. 

(A) who is compensated for his 
services on a salary or fee basis at a 
rate of not less than $200 per month 
(exclusive of board, lodging, or other 
facilities), and 

(B) (1) who regularly and directly 
assists an employe employed in a bona 
fide executive or administrative capacity 
(as such terms are defined in these regu- 
lations), where such assistance is non- 
manual in nature and requires the exer- 
cise of discretion and independent 
judgment, or 

(2) who performs under only general 
supervision, responsible non-manual 
office or field work, directly related to 
management policies or general business 
operations, along specialized or techni- 
cal lines requiring special training, expe- 
rience, or knowledge, and which re- 
quires the exercise of discretion and 
independent judgment; or 

(3) whose work involves the execu- 
tion under only general supervision of 
special non-manual assignments and 
tasks directly related to management 
policies or general business operations 
involving the exercise of discretion and 
independent judgment. 


Records Required of Non-exempt Em- 
ployes. In the case of employes subject 
to the Wage and Hour Act the follow- 
ing records are required, but in no spe- 
cial form: 

(1) Name in full, 

(2) Home address, 

(3) Date of birth if under 19, 

(4) Occupation in which employed, 

(5) Time of day and name of day on 
which the employe’s workweek begins, 

(6) (i) Regular hourly rate of pay, 
and (ii) Basis on which wages are paid, 

(7) Hours worked each workday, and 
total hours worked each workweek, 

(8) Total daily or weekly straight- 
time earnings or wages, 

(9) Total weekly overtime excess 
compensation, 

(10) Total additions to or deductions 
from wages paid each pay period, 

(11) Total wages paid each pay 
period, 

(12) Date of payment and the pay 
period covered by payment. 


Records Required of Employes Ex- 
empt as Executive, Administration, Pro- 
fessional, Local Retail or Outside Sales 
Employes. Although formerly records 
on such employes were not required, the 
following must now be kept: 

(1) Name in full, 

(2) Home address, 

(3) Date of birth if under 19, 

(4) Occupation in which employed, 

(5) Time of day and name of the 
day on which the employe’s workweek 
begins, 

(6) Basis on which wages are paid, 

(7) Total wages paid each pay 
period, 

(8) Date of payment and pay period 
covered by payment. 


Overtime Payment Under the Fluc- 
tuating Workweek. Most banks hire 
their employes on a_ bi-weekly or 
monthly basis and work them a varying 
number of hours each workweek, de- 
pending on the volume of business. In 
other words, if it is a light week the 
employe may work only 35-40 hours, if 
‘heavy 45-50 hours. 

To determine the weekly wage, mul- 
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tiply the monthly wage by 12* and 
divide by 52. The hourly rate of pay 
for a particular workweek is found by 
dividing the weekly wage by the num- 
ber of hours worked. If you are operat- 
ing under a fluctuating workweek, the 
hourly rate of pay will vary with the 
number of hours worked. Overtime due 
an employe is figured by dividing the 
hourly rate of pay by two and multiply- 
ing by the hours worked in excess of 40. 

Example: (Employe works 45 hours) 

$100 monthly wage < 12 months 
+ 52 weeks — $23.08, the weekly wage 
$23.08 ~ 45 hours = $0.513 hourly 
rate for this particular workweek 
$0.513 + 2 < 5 hours overtime = $1.28 
overtime, pay due the employe. 

The Administrator has recently ad- 
vised that bonuses do not affect overtime 
payments if “the payment and amount 
are solely in the discretion of the em- 
ployer.” You must be able to prove 
that the bonus is an outright gift or 
gratuity. If you would like the com- 
plete statement with regard to bonuses, 
we suggest you write to D. J. Needham, 
General Counsel, American Bankers 
Association, Washington Building, 
Washington, D. C. 


*If your employees are paid twice a 
month the bi-weekly wage should be multi- 
plied by 24. 
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OrTEN when we hear Inflation being 
discussed we are reminded of the story 
about the two alcoholic gentlemen, one 
of whom remarked to the other that 
when he was born he weighed only one 
pound. “Only one pound? And did 
you live?” “Sure, I lived, you ought 
to see me now!” 

Confusion worse confounded attends 
the public conception of this business of 
what is known as “Inflation.” Usually 
they tell you that Inflation is what re- 
sults when purchasing power increases 
faster than the supply of goods. No, it 
isn’t quite as simple as that. To get 
Inflation you’ve got to have not only a 
preponderance of purchasing power but 
a will on the part of the people to exer- 
cise that power.—Dresser & Escher 
Letter. 
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Savings Bank Life Insuranee in 
New York State 


Savings Bank 


HEN the New York State Legisla- 

ture passed the Savings Bank 

Life Insurance Bill in 1938, it set 
up the machinery for providing low 
cost life insurance on an_ over-the- 
counter basis to persons of moderate in- 
come in the State of New York. 

No one, at that time, could foretell 
what degree of success the plan would 
attain. The Commonwealth of Massa- 
chusetts through its Mutual Savings 
Banks had pioneered the Savings Bank 
Life Insurance movement thirty years 
previously and had established a sound 
and successful system under which those 
of its citizens with sufficient thrift and 
initiative had been able to obtain life 
insurance at substantial savings through 
voluntary application at savings banks. 


The record of the Massachusetts plan, 
however, was only an indication of what 


might be expected in New York. It 
was by no means a guarantee of the 
success of a similar plan in New York. 

Although the New York System of 
Savings Bank Life Insurance has been 
in operation less than three years as 
against the thirty-three years’ experience 
of Massachusetts, the pioneer State in 
this movement, it is now possible to 
evaluate the extent to which Savings 
Bank Life Insurance has fulfilled the 
hopes of its sponsors. 

As the fundamental principle of Sav- 
ings Bank Life Insurance is to make it 
easy for people to buy life insurance 
rather than to have it sold to them, it is 
obvious that if the people of New York 


Life Insurance 


as a whole are to have this service gen- 
erally available to them, it is necessary 
that there be sufficient outlets so that 
applications may be made with con- 
venience. 

At the present time there are 39 sav- 
ings banks in the state where people can 
apply for Savings Bank Life Insurance. 
Fourteen of these banks have established 
their life insurance departments in the 
last six months. It is interesting to note 
that these 39 banks serve more deposi- 
tors than do the 137 Massachusetts Sav- 
ings Banks that have life insurance de- 
partments. Although only three sav- 
ings banks established life insurance de- 
partments in January, 1939, when the 
law became operative, and only 14 banks 
had life insurance departments at the 
end of 1939, it is now quite evident that 
this service will be generally adopted 
by mutual savings banks in the state. 

The effect of the increased number 
of savings banks now handling savings 
bank insurance is evidenced by the fact 
that currently the number of persons 
applying for Savings Bank Life Insur- 
ance shows more than a 70 per cent 
increase over corresponding periods of 
last year. As of October 31, $17,824,- 
268 of Savings Bank Life Insurance was 
in force. It is interesting to observe 
the growth of the system as indicated in 
Table I. 

Considering the fact that this volume 
of insurance represents voluntary ap- 
plications at mutual savings banks and 
that almost half of the persons apply- 


TABLE I 


Business in Force as of Dec. $1, 1939 
Business in Force as of Dec. 31, 1940 
Business in Force as of Oct. 31, 1941 


No. of 
Policies 


Amount of 

Insurance 

$ 7,249,750 
11,793,501 
17,824,268 
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TABLE II 
Straight Life Insurance, Age 35, $1,000 


FIRST POLICY YEAR 
t 


Net 
Pay- 
ment 


Annual Divi- 
Premium dend 


$2.39 
6.94* 
4,47* 


New York 
Savings Banks $23.96 
Company A 
Company B 
Company C 


19,94 
21.88 
28.11 


Cash 
Value 


$21.57 $12.88 §$ 8.69 


2.88 


SECOND POLICY YEAR 
Net Net 

Cost 

if sur. 


N 
Cost 
if sur. 


Divi- 
dend 


$3.40 
7.14 
4.57 
6.32 


Cash 
Value 


Pay- 
ment 


$20.56 
19.74 
21.78 
21.79 


$26.13 
10.13 
21.13 


$16.00 
29.55 
22.53 
49.90 


26.88 
23.47 
28.11 


*Payable only if second year’s premium is paid in full. 
(Comparative cost figures taken from ‘“Flitcraft Compend, 1940’’ and insurance publications 


showing 1941 dividends). 


ing buy $500 or less, the amount of in- 
surance already issued is a very satis- 
factory indication of the service of 
Savings Bank Life Insurance to the 
people of the State of New York. There 
seems to be little doubt that the Savings 
Bank Life Insurance System can and 
will reach the people of New York 
effectively. 

The question then arises as to what 
advantages this system will offer to buy- 
e1s of small amounts of insurance. The 
actuary of the Savings Banks Life In- 
surance Fund has prepared a table 
(Figure II) showing a comparison of 
the cost of Savings Bank Life Insurance 
with that of typical ordinary companies: 

Company A is a very low cost com- 
pany; Company B is one of the few 
companies which provide first year cash 
values; Company C is one of the large 
companies typical as to cost and policy 
provisions. 

Comparisons on a two year basis are 
not entirely fair to the life insurance 
companies having high surrender 
charges during early policy years; but, 
when consideration is given to the lapse 
and surrender statistics of company 
policies during these early years, the im- 
portance of the full cash surrender 
value of savings bank life insurance 
policies overcomes other considerations. 

As most of the buyers of Savings 
Bank Life Insurance are persons who 
would otherwise buy expensive indus- 
trial (weekly premium) policies, it is of 
even greater significance to compare the 
cost of New York Savings Bank Life 
Insurance with industrial (weekly 
premium) policies. 

A person who is 20 years old pays 
fifteen cents a week for a typical indus- 
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trial policy valued at $339. The pay- 
ments in a year on this policy amount 
to $7.80—$15.60 for the first two years. 
No dividends would be received and 
there would be no cash value on the 
policy. In Savings Bank Life Insurance 
he could obtain a policy for $500 for 
which his premium payments less divi- 
dends would be only $14.14 for the first 
two years. The savings bank policy 
would have a cash value if surrendered 
at that time of $7.20, so that the out- 
of-pocket cost of $500 savings bank life 
insurance would be $6.94, compared 
with $15.60 for $339 of industrial in- 
surance. 

As education progresses, and more 
and more persons come to regard life 
insurance as a necessity of life to be 
purchased as their means afford, there 
will undoubtedly be a substantial per- 
centage of the people in New York who 
will be buying life insurance voluntarily 
at savings banks. As approximately 
one person out of every three in the 
State of New York has a savings 
account, it is apparent that the savings 
can do a very effective job in educating 
the people of the state to the need for 
life insurance as well as savings. A 
substantial percentage of the people 
applying for this form of insurance at 
the savings banks state that they have 
no other insurance at the time of making 
application. 

If the savings banks can continue to 
offer savings in the cost of insurance 
to voluntary buyers, and at the same 
time contribute to popular education as 
to the need for life insurance, the sys- 
tem of Savings Bank Life Insurance will 
indeed have fulfilled the expectations of 
its sponsors. 
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Loeal Banks and Farm Business 


By SyLvesTer J. Linck 
Chairman, Agricultural Committee, Michigan Bankers Association 


HEN the aftermath of World War 
I and other contributing causes 
brought on the great depression 
of 1932 and 1933, agricultural credit 
came to a standstill. If agricultural pro- 
duction was to be even moderately 
effective, some form of farm credit must 
be made available and very quickly. 

It was then, out of necessity, that 
there were born numerous forms of 
Government agricultural credit. The 
most common of which is, the Farm 
Security Association, F. C. A., and the 
Production Credit Association, P. C. A. 
These Governmental agencies were 
established as emergency sources of 
farm credit and were to be discontinued 
if and when the banks were in a position 
to take care of the normal and necessary 
needs of a farmer. 

We now have reached the point where 
the agricultural bank, or the banks in 
agricultural areas, have for the most 
part, sufficient funds available to care 
for most of the agricultural wants, but 
the governmental agencies are still lend- 
ing the farmers of Michigan large sums 
of money and are rendering them a 
great service. If the banks in the agri- 
cultural areas are to absorb the business 
that is now being done by these loan- 
ing organizations, they must not only 
go out after this business, but they must 
render a service that is better than that 
given by the loaning agency. 


Advantages of Local Banks 


The local banks have some advantages 
of which they should avail themselves. 
In the first place, they have the advan- 
tage of being nearer the borrower. 
Being nearer him they are better able 
to keep in touch with his operations, 
and by talking with his neighbors can 
learn much that will help him service 
the loan. 


Secondly, the local bank has the ad- 
vantage of being able to render the 
service quickly. The farmer very often 
needs a small loan and wants it quickly, 
and this service the local bank can 
render more efficiently than any other 
organization. 

But, if the farm banker is to get the 
farm business, he must go out after it 
with the view in mind that he is going 
to help the farmer. He must visit the 
farmer and talk over the farm problems 
on the farm with the proverbial fact in 
mind, that there is no better place to 
talk over farm problems, than on the 
farmers manure pile. 

The writer feels that the best results 
in dealing with farmers are through the 
contacts made in clerking farm auction 
sales. There you always make new 
friends, and you are forced to find out 
from their banker or reliable friends, 
what kind of fellows they are, and out 
of this type of contact, you are able to 
make many new customers. 

There is always a lot of farm business 
to be had in every farming community, 
and the best way to get our share of 
this business, is to work with the neigh- 
boring banks and with the governmental 
agencies. 

We can learn much from every one of 
them, and get our share of the business, 
and at the same time, render the com- 
munity in which we live, a_ great 
service.—Bulletin, Michigan Bankers 
Association. 

© 


The latest model of the Allison 
liquid-cooled aircraft engine develops 
1325 horsepower and weighs only 1303 
pounds, or less than one pound per 
horsepower. The average automobile 
engine weighs six pounds per horse- 
power. 
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Salary Adjustments to Meet the 
Inereasing Living Costs 


Association News Bulletin 


HAT the savings banks are con- 

cerned with the problem of rising 

prices and the increasing cost of 
living is evidenced by the number of 
inquiries received as to methods of com- 
pensating salary adjustments. While a 
few banks have already adopted adjust- 
ment policies, many more are studying 
the matter in an effort to reach a deci- 
sion at this time. 

Before discussing the plans adopted 
by savings banks it might be well to note 
the recent announcements of six large 
New York City commercial banks. The 
Chase National Bank, National City 
Bank, Guaranty Trust Company, Marine 
Midland Trust Company, First National 
Bank and the Bank of the Manhattan 
Company have all announced the adop- 
tion of wage adjustment or “supple- 
mentary compensation” plans for their 
employes to offset living costs. Although 
the plans are not identical, they gen- 
erally call for quarterly payments, to 
all employes earning less than $5,000 to 
$6,000, of a percentage of salary. The 
percentage figure applies either at a flat 
rate to all salaries within those limits, 
or at a higher rate on the first $3,600 
of salary and a lower rate on the next 
$2,400. Amounts credited are payable 
at the end of the quarter on December 
31, after which time the continuation of 
the plans will generally be determined 
by the directors. 

The Federal Reserve Bank of New 
York has adopted a plan covering the 
period from September 1 to December 1 
which calls for the payment of a sum 
equal to 6 per cent of the regular rate 
of pay for all employes receiving not 
in excess of $1,800 a year. Employes 
.receiving more than $1,800 a year will 
receive supplementary compensation at 
the same rate on the first $1,800, but 
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no supplementary payment will be made 
which will raise the salary of any em- 
ploye above the $6,000 a year level. 

The Bankers Trust Company and 
J. P. Morgan & Co., Inc., have also, as 
described in the public press, adopted 
extra compensation plans. 

Generally speaking, all such plans 
have been adopted entirely apart from 
the regular salary of the employes and 
will have no bearing on the institution’s 
regular salary policy. This is equally 
true of the plans so far adopted by sav- 
ings banks, and is a course followed 
by reason of what the American Bankers 
Association’s recent trust conference de- 
scribed as an “inevitable” increase of 
15 to 20 per cent in the cost of living 
next year. 

Below are listed five savings bank 
plans, several of which have been 
adopted by other banks either in whole 
or with slight variations on account of 
purely local conditions: 


Plan No. 1 
By action of the board, this bank will 


give to its employes an “emergency 
bonus” payable in twelve monthly in- 
stallments starting on November 1, 1941. 
The bonus will be given in separate 
checks plainly marked as an emergency 
bonus so that it will not be confused 
with regular salary. The amount of the 
bonus is dependent on the salary scale 
as follows: 
Salary 
to $1,000 
$1,000 to 1,500 
1,500 to 2,000 
2,000 to 2,999 


Plan No. 2 


This bank has given increases to its 
employes, to cover the rising cost of 


Bonus 

$100 
150 
200 
250 
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living and income taxes, which approxi- 
mate 5 per cent of the total payroll. 
However, the salary increases for the in- 
dividual employes ranged from 24% per 
cent to 744 per cent according to the 
employe and his necessities. This ar- 
rangement strictly conforms with the 
policy of the institution in awarding 
salary increases only according to 
ability. 
Plan No. 3 


In view of the higher living costs and 
the increased income tax burden, this 
bank voted “emergency compensation” 
for its employes for the year 1941, and 
based on 1941 salaries, payable in two 
installments, one in the second week of 
December, 1941, and one in the second 
week of March, 1942: 


$100 on all salaries up to $1,200 
$125 on all salaries from 

$1,201 to $1,500 
$150 on all salaries from 

$1,501 to $2,000 
$175 on all salaries from 

$2,001 to $2,500 
$200 on all salaries from $2,501 


Employes in the service of the bank 


‘six months or more prior to December 


1, 1941, will receive the “emergency 
compensation” in accordance with the 
above schedule. 

Employes in the service of the bank 
more than three months but less than 
six months prior to December 1, 1941, 


’ will receive 75 per cent of the “emer- 


gency compensation,” one-third payable 
in the second week of December, 1941, 
and two-thirds in the second week of 
March, 1942. 

Employes in the service of the bank 
less than three months prior to Decem- 
ber 1, 1941, will receive 50 per cent of 
the “emergency compensation,” payable 
in the second week of March, 1942. 

Special situations, such as part time 
workers, will receive individual consid- 
eration. 


Plan No. 4 


For the period July 1 to September 
30 a special bonus of 6 per cent was 
paid by this bank on the salaries up to 
and including $5,000, with a minimum 


payment of $2.00 per week. In Janu- 
ary, 1942, the board will consider the 
percentage which, in their opinion, is 
equitable for the period October 1 to 
December 31. Thereafter the same pro- 
cedure will be followed until, in their 
opinion, some other method should be 
employed. 


Plan No. 5 


This bank has signified its intention 
of adopting a special payroll device, to 
be used monthly, of paying extra com- 
pensation to all employes receiving an 
annual salary up to $4,300 at the fol- 
lowing rates: 

Percentage 
Salary Increase 

$1 to $1,750 12 
1,751 to 2,750 10 
2,751 to 3.500 7 
3,501 to 4,300 5 
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NO TIME FOR COMPLACENCY 


THE fact is, that the complacent and 
contented bank officer or clerk of today 
is headed for probable trouble to- 
morrow, and these are not idle words 
either. We cannot possibly survive as 
an independent arm of American com- 
merce if we continue in our com- 
placency. To keep abreast of the times 
is not even sufficient—it is imperative 
that we get ahead and keep ahead of 
the times. 

You are bound to be aware of the 
fundamental social, economic, and poli- 
tical changes of the past twenty-five 
years, and should give thought to their 
relation to the problems that are going 
to attend post-war reconstruction. Banks 
are going to find it most essential to 
adapt their business methods and pol- 
icies to meet the new conditions. Today, 
as never before, there is need for 
adaptability, imagination and ingenu- 
ity in the management and conduct of 
our commercial banking institutions to 
cope with the changed conditions.— 
G. Franklin Lenz, President, Virginia 
Bankers Association. 
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SURVEY 


Condensations from Magazines, Reviews, 
Reports, Bulletins, Radio Discussions, 


Advisory Services, Newspapers, etc. 


EFFECT OF THE WAR ON OUR FOREIGN TRADE 


Guaranty Survey, Published by the Guaranty Trust Company of New York 


N no other major division of Ameri- 
can business have conditions changed 
so radically or in such unexpected 

ways thus far during the war as in for- 
eign trade. 

That radical changes would occur was 
to be expected, and in certain respects 
the alterations that have actually taken 
place have been in the anticipated direc- 
tions. Some of the most significant de- 
velopments, however, have been along 
lines that were not and could not have 
been foreseen. These and other events 
have given a series of new turns to the 
foreign trade situation and have left the 
outlook subject to a set of influences 
for which neither the last war nor any 
other period in our history offers any 
precedent. 

It is quite possible that, as the war 
progresses, the foreign trade situation 
may take further unexpected turns. As 
far as can now be foreseen, however, it 
appears likely that most of the ten- 
dencies already visible will be intensi- 
fied. As the armament industries of the 
United States approach full-scale pro- 
duction, the volume of war materials 
flowing to Great Britain and her allies 
will increase further, and the needs of 
our own industries for strategic com- 
modities will expand accordingly. These 
paramount needs will increase the strain 
on productive capacities and transporta- 
tion facilities and will tend to limit fur- 
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ther expansion of trade in non-military 
lines. 

Such restraining influences will be 
offset, in part at least, by new shipbuild- 
ing and by the continuing efforts of our 
own and other American governments 
to promote trade within the Hemisphere. 
Trade with China and Soviet Russia may 
well continue to increase as long as the 
military position of those countries re- 
mains essentially as it is now. The out- 
look for our reduced trade with Japan 
depends mainly on the outcome of the 
governmental negotiations now under 
way. If these are successful, an op- 
portunity for great improvement will ex- 
ist; if not, further curtailment seems 
likely. 

Possible foreign trade influences in 
the postwar world are subject to so 
many intermediate uncertainties that no 
present appraisal can have much value. 
That the end of the war, regardless of 
its outcome, will bring a new set ' of 
drastic readjustments is obvious. If it 
results in a world system permitting a 
freedom of trade comparable with that 
in the past, there is reason to believe 
that ample trade opportunities will ex- 
ist, particularly on the export side. Most 
of Europe and a large part of Asia will 
be suffering from accumulated shortages 
and crippled productive facilities. 
Financial aid will undoubtedly be re- 
quired, but it is probably safe to assume 
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that such aid will be forthcoming. If, 
on the other hand, the war brings about 
a world régime dominated by totali- 
tarian methods, the degree of success 
with which American business may be 
able to adapt itself to such an environ- 
ment is highly problematical. 

These increases in exports and im- 
ports are the net results of varying and, 
in part, conflicting tendencies that are 
more significant, as well as more strik- 
ing, than the gains in the export and 
import totals. Both the composition 
and the geographical distribution of our 
foreign trade have undergone profound 
changes as a result of the war. 

Even more remarkable than the 
changes in the composition of our for- 
eign trade have been the shifts in its 
geographical distribution. The principal 
net effect of these alterations has been 
to make our trade much more depend- 
ent on a comparatively few foreign mar- 
kets and sources of supply than it was 
before the war. German occupation or 
domination of most of the European 
continent and the corresponding exten- 
sion of the British blockade have re- 
duced our trade with that area to a mere 
fraction of its former volume. At the 
same time, our trade with the countries 
of the British Empire, particularly the 
United Kingdom and Canada, has in- 
creased greatly. More than two-thirds 
of all our exports are now going to 
British Empire destinations, as com- 


pared with somewhat more than one- 
third before the war. Exports to Latin 
America have increased by more than 
half. Shipments to China have doubled, 
while those to Japan have shrunk to a 
small fraction of their former volume. 
Exports to Africa have increased three- 
fold, mainly because of larger shipments 
to Egypt, the Union of South Africa and 
the Gold Coast, all of which is British 
Empire territory or strategic in a mili- 
tary sense. 

The sources of our imports also have 
changed radically and show the domi- 
nating influence of military develop- 
ments. Imports from Europe have de- 
clined to less than half of their former 
volume. Purchases from the British 
Empire as a whole have increased 
sharply, although those from the United 
Kingdom itself are approximately at the 
pre-war level. The most notable gains 
have taken place in imports from 
Canada, British Malaya and Australia. 
Receipts from Latin America have almost 
doubled, and purchases from the Nether- 
lands Indies have shown an even sharper 
proportional gain. Almost without ex- 
ception, these changes reflect the influ- 
ence of war-time conditions—the block- 
ing of normal trade channels, the need 
for such strategic commodities as rub- 
ber and tin from the Far East in con- 
nection with our own defense program, 
and the policy of inter-American trade 
promotion as an instrument of economic 
solidarity and Hemisphere defense. 


GOOD WILL FOR THE FUTURE 
The Todd Bulletin, issued by the Todd Company, Rochester, N. Y. 


EVERAL weeks ago a Rochester 
manufacturer wrote a letter to the 
advertising manager of a newspaper 

with the request that an advertisement 
for chemists be run in the classified 
section of his paper. The advertising 
manager replied that the available labor 
supply in his territory was already em- 
ployed and that the advertisement could 
not be run. The manufacturer wrote a 
second letter stating that since he was 
offering higher wages he still believed 
the advertisement might produce some 
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replies. At this the advertising manager, 
in crisp irritated style, said that the ad- 
vertisement would not be accepted. No 
explanation. Apparently he was trying 
to protect manufacturers in his locality, 
but the manner in which he refused the 
request alienated his correspondent. The 
manufacturer will not be likely to for- 
get the advertising manager’s attitude 
for a long time to come. He will not 
do business with him unless he has to. 

We all realize today that we are in 
a seller’s market. The supplier is in a 
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fine position to take an independent at- 
titude with purchasers—and thereby to 
breed an inordinate amount of ill-will. 
He will not lose present-day business 
by being discourteous or by refusing ex- 
planations. But when the defense bub- 
ble bursts and, the tables being turned, 
he is in the position the buyer occupies 
now, he will suffer. No amount of ex- 
planation or service then will erase the 
memory of his discourtesies. And he 
will sacrifice business to his competitors. 

People in business are not normally 
discourteous. But these are not normal 
times. Suppliers are rushed. They are 
suffocating beneath an avalanche of or- 
ders, delayed shipping schedules, and 
chaotic operating conditions. They have 
all the business they can handle. 
Swamped with government reports and 


questionnaires, they are also hampered 
by governmental restrictions and con- 
trols. When unsolicited business which 
they cannot accept comes their way, the 
temptation to refuse it in a decisive and 
sometimes brutal manner is often almost 
overpowering. It will have to be refused 
in any case. Why use polite language? 
Why attempt to explain the many rea- 
sons behind their refusal? 

The answer is not far to seek. After 
business has again returned to normal, 
supply will again exceed demand. There 
will be plenty of raw materials for 
everyone. Salesmen will have to “dig 
in” as they did before the defense boom. 
If they have created ill-will, or if their 
companies have done so, they will not 
get orders. Men are like elephants: 
they don’t forget. 


RETAIL TRADE SLACKENS 
Monthly Letter, National City Bank of New York 


LACKENING in general retail trade 


and slowness in sales of new auto- 


mobiles have likewise been impor- 


tant features of the business news. The 
lull is accounted for to a considerable 
extent by the preceding abnormally 
heavy sales, which included stocking up 
by consumers; and doubtless demand 
will revive again to higher levels, in 
view of the rising payrolls and total 
national income. Retailers have gen- 
erally expected a slowing down. The 
Federal Reserve Board’s_seasonally- 
adjusted index of department store sales 
rose from 104 in June to 134 in August, 
and the buying was clearly in anticipa- 
tion of shortages, higher prices, new 
taxes and installment buying restric- 
tions. In September the index was still 
116. According to preliminary indica- 
tions it will be as high in October as 
in June, despite the intervening bulge, 
and perhaps 8 to 10 per cent above a 
year ago; but in many cities the increase 
is accounted for entirely by higher 
prices, and the volume of goods moved 
has been smaller. 

Although passenger automobile pro- 
duction during October has been some 
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25 per cent less than a year ago, the 
drop in retail sales has been in propor- 
tion, and dealers’ stocks are being added 
to as usual at this time. The situation 
in the automobile market is more com- 
plex than that in non-durable goods, for 
new car production will be less as time 
goes on, dealers are confident of their 
market next Spring, and their unwill- 
ingness to trade as liberally as usual 
may account for a good part of the sales 
decline. However, consumers’ stocks of 
durable goods generally are greater than 
ever before, and the need for replenish- 
men correspondingly smaller. Hence 
there is a reasonable question whether 
the automobile, refrigerator and other 
quotas will leave as much demand un- 
satisfied, at least for a good many 
months to come, as extremists had pre- 
dicted. 

It is not the usual thing to welcome 
a falling off in trade; nevertheless, the 
demands of consumers for automobiles 
and household equipment over the last 
year have been on a scale which the in- 
dustries could not continuously supply, 
along with the rise in defense produc- 
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tion. It is better all around to have 


the situation adjusted by moderation in 
buying rather than by enforced short- 
ages, rationing or similar measures. 
Abatement of abnormal demands will 
facilitate the shift of the industrial or- 
ganization to defense work, and it is to 
be hoped that it also signifies an in- 


crease in saving, to make more of the 
national income available to the Treas- 
ury. It will strengthen the post-war 
situation, for the influences of wear and 
tear, obsolescence and deferred replace- 
ment will get to work to build up a 
backlog of requirements to support the 
industries then. 


RESEARCH IN DEFENSE AND POST-WAR RECONSTRUCTION 
New England Letter, The First National Bank of Boston 


ESEARCH laboratories are in the 

front line of modern warfare. 

From these establishments come 
powerful munitions and weapons. In 
order to strengthen the national defense 
program the Administration has recently 
established the Office of Scientific Re- 
search and Development, which serves 
as a coordinator of all scientific activ- 
ities of the defense program. There has 
also been created a National Inventors 
Council in the United States Department 
of Commerce, which acts as a clearing 
house for inventions and suggestions 
that might be of military value. Further- 
more, the OPM has recognized the im- 
portant contribution that is being made 
by research, by giving priority rating to 
scarce materials required for the manu- 
facture of the necessary laboratory 
chemicals and equipment. 

Our outstanding research facilities 
are being rapidly expanded and are vir- 
tually performing miracles in devising 
substitutes for strategic materials and 
in discovering new processes, methods 
and techniques that can be applied to 
meet the problems of rehabilitation 
when peace again prevails. 

Research facilities should be further 
expanded and used more intensively by 
all industries in order that we may be 
in a better position to cushion the shock 
in the transition from war-time to peace- 
time economy. By means of new inven- 
tions and the application of scientific 
principles it will be possible to produce 
more goods for more people at less cost. 
The widespread application of this 
formula would substantially increase 
our national income and lessen the 
strain of mounting debts and taxation, 
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as well as provide work for millions of 
men who some day will be transferred 
from defense to peace-time employment. 

Notwithstanding the spectacular in- 
dustrial progress of the past one hun- 
dred and fifty years, we have barely 
scratched the surface of our possibilities. 
There is no end to progress, for human 
wants are insatiable and can be fulfilled 
at an encouraging rate if we use the 
instruments of creation and the vast 
storehouse of accumulated scientific 
knowledge at our command. By mcobil- 
izing and utilizing to the full our man- 
power, materials and_ scientific re- 
sources, we can place the country in a 
strong position to meet not only the 
arduous requirements of the present 
emergency but the trying post-war re- 
construction period as well. 

The potential fields for future de- 
velopment are limitless so long as human 
wants are unsatisfied, and the extent to 
which new frontiers can be extended is 
dependent upon how we utilize the 
knowledge and tools at our command. 
In the building industry, for instance, 
it is officially estimated that there is po- 
tential need for sixteen million homes, 
or about seven times as many as were 
constructed in the non-farm areas dur- 
ing the past decade. The industry is 
severely handicapped because it is in the 
handicraft stage and stubborn resistance 
has been made to the adoption of more 
modern methods and materials. To 
bring home ownership within the in- 
come capacity of those who are prospec- 
tive buyers is a challenge which, if met, 
would provide employment for many 
millions of workers after the war is over. 

In a comparatively short period of 
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time the plastics industry has emerged 
from the laboratory to play an impor- 
tant part in our economy. Its field of 
usefulness covers a broad range from 
novelty manufacture to heavy industry, 
and is being greatly extended under the 
impetus of the defense program. Inten- 
sive research is being carried on by both 
governmental and private agencies for 
the purpose of using plastics as substi- 
tutes for metals, and encouraging prog- 
ress along this line is being made. 
Prospects for the future growth and de- 
velopment of plastics to supply the nor- 
mal needs of consumers after the emer- 
gency is over, are considered most 
promising. 

In the aviation field such remarkable 
progress is being made for military pur- 
poses that mass production for civilian 
use seems assured. Such a development 
would have a far-reaching influence not 
only in improving and expanding our 
transportation facilities but in bringing 
into being a number of other related in- 
dustries. 


There are many other fields for future 
exploitation that offer promise of filling 
the gap that will exist when the defense 
program is completed. 

The problem of retrenchment and ad- 
justment after the war is over will be 
one of the greatest challenges that 
American business has ever been forced 
to face. The fate of private enterprise 
and the preservation of our democratic 
form of government will depend upon 
how effectively this situation is met. It 
is, therefore, highly essential that we 
keep alive within the framework of our 
economy the spirit of initiative and in- 
genuity as well as provide incentives for 
the assumption of risks, for these are the 
pillars upon which the American system 
has been built and without which it 
cannot survive. American business 
should be kept in a strong and resource- 
ful position in order that it may step 
into the breech when the emergency is 
over and provide work for the many 
millions who will then be released from 
defense activities. 


ECONOMIC PROGRESS 


Business Bulletin, Cleveland Trust Company 


URING recent years many business 
men have feared that the long de- 
pression of the 1930’s brought 

about a permanent halt in our economic 
expansion, or in the rising standard of 
living in this country. That long rising 
trend that has been under way for more 
than 150 years reflects the expansion of 
the age of power machinery. As a gen- 
eral pattern, each new period of pros- 
perity advanced the standard of living 
beyond the previous peak. That has 
happened again during our present 
boom. The standard of living for the 
population as a whole is at a record 
high in 1941. 

War, or the preparation for war, in- 
volves a great economic waste of ma- 
terials and labor. As our production 
shifts and the output of a great volume 
of armaments crowds out a substantial 
amount of peace-time goods, the stand- 
ard of living will almost surely be tem- 
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porarily reduced. In ordinary times fac- 
tory workers buy back a large part of 
the goods they produce, and as total pro- 
duction increases the standard of living 


rises. But munitions of war are not 
purchased by the citizens who produce 
them, nor can they be used for any sort 
of productive purpose. 

However, the fact that another new 
high in the standard of living is being 
made in 1941 refutes the argument that 
our country has reached a stable econ- 
omy. The volume of goods produced 
by the average worker in the manufac- 
turing industries is probably typical of 
the total production of all goods and 
services. 

Between 1900 and 1940 total factory 
production increased twice as fast as 
the number of workers. In the World 
War period factory employment reached 
a high peak that was not surpassed un- 
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til the current year. It is noteworthy 
that output per factory worker declined 
in 1917 and 1918. Ever since 1900 the 
number of hours making up the full- 
time week of industrial workers has 
been declining. In 1900 the average 


work-week was 59 hours, during the 
World War the average was 50, and 
currently it is about 41 hours. 

The rising trend in the output per 
worker in factories was made possible 
by an increase in the installation of 


power machinery that reflects tech- 
nological advances. Capital invested 
per worker in manufacturing plants in 
1940 was more than three times what 
it was in 1900. Ever since the begin- 
ning of the industrial revolution people 
have feared that progressive improve- 
ment in labor saving machinery would 
result in permanent increases in unem- 
ployment, but in the long run the result 
has always been to increase the demand 
for workers. 


THE TAX OUTLOOK 
The Guaranty Survey, Guaranty Trust Company of New York 


HE new revenue act is designed to 

raise the tax receipts of the Treas- 

ury to a figure never before 
approached. Its original objective was 
to lift the government’s revenue to the 
equivalent of two-thirds of the antici- 
pated expenditures. The amount of 
additional Treasury income to be raised 
has been held close to the original goal; 
but in the meantime the scale of pros- 
pective defense costs has risen, with the 
result, it now appears, that the higher 
taxes will cover a somewhat smaller 
portion, perhaps one-half, of the ex- 
pected outlay during this fiscal year. 
The currently indicated total of Federal, 
State and local taxes is equal to approxi- 
mately a fourth of the estimated national 
income. 

With defense costs rapidly mounting 
and their peak not yet foreseeable, the 
maintenance of a ratio of taxation to 
Treasury borrowings approximating the 
two-to-one standard is expected to 
necessitate even higher taxes in the 
near future. And the wide public 
approval of the policy reflected in the 
unprecedented tax burden now assumed 
supports the belief that some such con- 
servative relation of taxes to expendi- 
tures can be continued as an acceptable 
yardstick for fiscal guidance in future 
phases of the emergency. Even if addi- 
tional increases in defense costs should 
make a lower ratio of taxes to outlay 
seem desirable, expenditures as now 
foreseen suggest probable further ex- 
pansion of the tax load. 
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It would be a mistake, however, to 
make successive changes in the tax sys- 
tem with undue haste. Such drastic 
increases in rates as have just been 
adopted require extensive readjustments, 
and the broad effects of the higher levies 
are yet to be determined. There is a 
limit to the tax burden that the national 
economy can support, even in an emer- 
gency, without loss of operating effi- 
ciency. This limit may not yet have 
been reached; it is to be hoped that it 
has not. But a radically devised set of 
tax rates should be left in effect long 
enough to permit at least some observa- 
tion of its effects before being super- 
seded by another. And it is well known 
that uncertainty regarding the conditions 
under which business operations must be 
carried on in the near-term future can 
be a serious drag on industrial plan- 
ning and productivity. 

The new law provides for increases 
in rates, changes in the bases to which 
rates are applied, and a goodly number 
of new taxes. Few administrative 
changes are made, and it is expected 
that such provisions will be embodied 
in a bill to be introduced in Congress 
before the end of this year. For the 
sake of definiteness in the outlook and 
of assured fairness to taxpayers, prompt 
disposal of this task is highly desirable. 

The most significant feature of the 
law, in some respects, is its broadening 
of the base of the income tax on indi- 
viduals, effected by the reduction of 
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exemptions to the lowest levels in their 
history. This change, it is estimated, 
will approximately double the number 
of persons paying Federal income taxes. 
The contribution of the new taxpayers 
to the increase in revenue resulting from 
the reduction of exemptions will be com- 
paratively small; by far the greater 
part of the additional amount will be 
contributed by those previously taxable. 
The broadening of the income tax base, 
nevertheless, constitutes an essential step 
in the development of sound fiscal 
policy. 

The sharing of the visible forms of 
taxation by several million additional 
families will undoubtedly encourage the 
maintenance of national solidarity of 
purpose and unification of effort in the 
present emergency. Although such 


achievements are not statistically meas- 
urable, their importance will not be 
less on that account. 

Further broadening of the distribu- 
tion of the tax burden is provided by 
the new law through the sharp increases 
in individual income tax rates in the 
lower brackets. Surtaxes are now im- 
posed on all taxable income, with the 
result that the total tax rate on the low- 
est range of such income is more than 
twice as high as heretofore. In this 
way, the millions of persons with mod- 
erate incomes, who always have con- 
stituted the great majority of income 
taxpayers and have necessarily pro- 
vided the great bulk of income tax 
receipts, are now made in even greater 
degree the mainstay of Treasury 
revenue.” 


HAVE YOU TOO MANY EMPLOYES? 


Bank Management Committee, South Dakota Bankers Association 


LTHOUGH there are a number of 
tests which may be used in deter- 
mining whether a bank is over- 

staffed, the most accurate test, we be- 


lieve, is gross income per officer and 
employe. The calculation, of course, is 
simple—merely divide the gross income 
by the number of active officers and 
employes. 


GROSS INCOME PER OFFICER AND 
EMPLOYE—1940 


High bank 
Low bank 
Average all banks 
Your bank 


If your gross income is above the 
average, the first part of the battle has 
been won. The important thing, then, 
is to keep down expenses. 

Some bankers still maintain that if 
you would know whether a bank is over- 
staffed, you should look to the amount 
of deposits per officer and employe. 
This test was all right when we were 
receiving two per cent on our balance 
with our correspondent, but means 
little now. In deference to these bank- 
ers, we offer you the following test 
which shows the amount of deposits, 
loans and investments per officer and 
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employe. We included loans and invest- 
ments as they are a measure of earn- 
ing power. 


DEPOSITS, LOANS AND  INVEST- 
MENTS PER OFFICER AND 
EMPLOYE—1940 


Average all banks 
Your bank 


THE simple matter of endorsing a check 
is but one of the ways in which legal 
customs of the Americas differ, writes 
John H. Wigmore, dean emeritus of the 
Law School of Northwestern University, 
in the Rotarian magazine. In South 
America your signature alone means 
nothing. You must add the date. 

This is typical of the legal differences 
that make business between the nations 
of the Americas more difficult—yet there 
has been until recently no international 
organization of lawyers to clarify mat- 
ters. “Hairdressers and morticians, 
bankers and doctors and bheekeepers, 
have their international associations,” 
writes Dean Wigmore, “but lawyers 
have none.” 
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VIEWS 


Recent Speeches Given Before National, 
Regional or State Groups — Digested 


or Excerpted for Your Convenience... 


SOCIAL EFFECTS OF DEFENSE FINANCING 


By BenJAMIN E. Younc 
Vice-President, National Bank of Detroit 


T is unfortunate that we have on our 
statute books today so many laws 
that, in final effect, hamper our 

aims. Class legislation is a vicious 
thing, particularly in such a country as 
ours where we really have no classes. 
Such laws must be undone. Every one 
should realize that a temporary advan- 
tage gained by a group of people over 
their fellows will inevitably bring about 
a reaction in the long run. Unfortu- 
nately, such reactions do not stop at the 
point of balance. Always, they go to 
the point of persecution of the once 
favored group. In our country emotion- 
alism has for many years supplanted 
cold reality in the making of our laws. 
Who among us can fail, in the light of 
history, to realize that thoughtless peo- 
ple for a long time to come will demand 
and secure retaliatory measures with the 
mistaken belief that justice is being 
done. Today, I conceive it to be our 
duty, as thinking citizens, to bring every 
possible influence to bear upon our law- 
makers to correct such misconceived 
measures. 

Governmental expenditures of the size 
contemplated, while essential to the se- 
curity of American sovereignty, can de- 
stroy the very thing we have set out to 
defend. We do not want that to hap- 
pen and many Americans feel we al- 
ready have traveled a road toward state 
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socialism which must be definitely re- 
versed. 

We all agree, I am sure, that our 
President and our Congress are direct- 
ing the national effort to a necessary 
end—national defense—whether pru- 
dently or wastefully, no layman can 
know. We could wish that history, as 
written during these past few years, were 
much different. Effort is demanded to- 
day to offset to the maximum extent pos- 
sible the adverse effects of that history. 
What each man can do is purely up to 
him, and his willingness, and his ability. 

We cannot afford to continue the pro- 
cess of inflating bank deposits to pay 
for the defense effort. To the maximum 
degree possible, the expense must be 
met by taxation. A broadening of the 
Selective Federal Sales Tax is undoubt- 
edly required to help accomplish those 
ends and to raise a worthwhile sum of 
money. 

Over and above taxes, considerable 
quantities of additional funds will be 
needed. Those funds should be pro- 
vided from the savings of the country. 
Personal sacrifice on the part of every 
American is required in order to in- 
crease such savings for use in our com- 
mon defense effort. Those funds, made 
available through the purchase of gov- 
ernment securities by all of our people, 
represent the only sound way to finance 
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our deficit. Many bankers labor under 
the misapprehension that such a process 
reduces bank deposits. That is not true 
for the banking system as a whole, gen- 
erally speaking, as only the payment or 
shifting of government securities now 
held by banks, or an outflow of gold, 
or a liquidation of loans and investments 
will reduce the sum total of deposits. 


Under present circumstances, new 
gold coming into the country should not 
be permitted to enter our monetary sys- 
tem and the payment of excessive prices 
for silver should be immediately discon- 
tinued. In view of the inflated condi- 
tion of our monetary supply, it also 
would be a sound move were the Presi- 
dent to relinquish his emergency mone- 
tary powers. 


As has been indicated, offsetting ac- 


tion to the inflationary trends with’ 


which we are now faced will have to 
come largely in fields other than mone- 
tary. There are several actions needed 
at this time. 


Every possible effort should be made 
to continue the supplies of our day-to- 
day consumer goods. To maintain that 
supply is to help to control prices and 
the control of prices is vitally impor- 
tant to the American defense effort. As 
an emergency measure, there should be 
no hesitation about suspending the forty- 
hour week or any other artificial re- 
striction that may stand between the 
people and the things which are neces- 
sary to their daily life. 

People may not readily restrict their 
use of goods which compete with the 
armament production. Even where will- 
ingness is present, it is hard to break 
the habits of a lifetime. Excise taxes 
applied to non-essentials would go far 
toward controlling their use. Here again, 
a broadening of .the selective sales tax 
seems necessary. 

In this same field of thought falls the 
income tax applicable particularly to 
extraordinary incomes resulting from 
the defense program, Action toward 
that end recently has been taken. 

As our defense effort expands, the 
urge for production leads us to lose 
track of the cost. A 10 cent per hour 
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raise in wages here, and another there, 
loses its significance—we forget that we 
all must pay in the end..From this situa- 
tion we enter a vicious circle. Which 
advances faster, wages or prices? His- 
tory says that wages lose in the end. It 
would be well were our governmental 
officials to recognize this. This does not 
mean that we should fail to make an 
attempt to keep wages in line with prices 
—it means that we should recognize the 
utter folly of creating price increases 
through unwarranted wage adjustments. 
Our working people, our farmers, and 
our business men all fear, with reason, 
an increase in prices. This fear leads 
to exorbitant demands. I am convinced 
that is the fact, and that there is no 
lack of real patriotism among the most 
of us composing these groups. There- 
fore, I say that definite action toward 
curbing prices is the prime requirement. 
We should remove in every way possible 
the basis for those fears. 

Strikes should be ended during the 
period ahead, and ended by labor it- 
self. 

Hampering legislation should be re- 
moved from our books. Experience has 
now shown what is good and what is 
bad. We should give our legislators 
our analyses of those results. Here is 
a job in which every man can join. 

I know that defense comes first, but 
it is defense of our way of life and that 
will take more than armaments, more 
than the best trained army in the world. 
It will take a continuing display of 
American character, American independ- 
ence, and American conviction and cour- 
age. 

High wages are no good if prices are 
still higher; high taxes are no good 
if they destroy individual initiative; sub- 
sidizing one group at the expense of an- 
other is no good for either, since both 
pay in the long run. 

The social effects of the last war were 
far reaching. Many of our maladjust- 
ments of today are traceable thereto. I 
hope this time we can be warned by that 
experience and that we all may come 
to realize the handicaps of our present 
situation because these problems are 
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within our ability to handle. The way called upon for “blood, sweat and tears.” 
—From an address at a recent Round 
Table Conference on Defense Financing. 


to do it is to work, save, lend and sac- 
rifice so that we, too, may not later be 


QUALITIES CALLED FOR IN BANKING 


By G. FRANKLIN LENz 
President, Citizens Marine Jefferson Bank, Newport News, Va. 
President, Virginia Bankers Association 


AY I recount some of the virtues 
and essential qualities that should 
be possessed by any bank officer 

or employe who earnestly and ambi- 
tiously seeks to broaden the public good 
will toward the banking profegsion. 


Integrity. It may seem superfluous to 
advise young people that the practice of 
a high degree of personal integrity is 
the prime requisite for success in bank- 
ing. Likewise, many may wonder why 
it is any more essential for success in 
banking than in any other business—and 
I doubt if it is. But the very nature 
of banking demands such a high regard 
for obligation, unquestioned honesty, 
and personal habits which inspire con- 
fidence that no young man or woman 
who entertains any secret doubt as to 
their own qualifications in these respects 
should enter the profession. 


Service. A good banker is imbued 
with the idea of service, and must be 
content to accept satisfaction in service 
well rendered as a major portion of his 
remuneration: he is conservative and 
content wth gradual growth into expe- 
rience and efficiency and willing to work 
in a field where financial reward is not 
great—where the building of large per- 
sonal fortunes is the exception rather 
than the rule. 


Patience. Banking is essentially an 
intricate business. Because of its re- 
sponsibilities, it must maintain a higher 
degree of efficiency than any other form 
of business enterprise. Banking tech- 
nique is not acquired overnight. It 
comes as a result of patient learning 
under the guidance of experienced men. 
The process is gradual and many years 
elapse before a bank clerk’s experience 
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is rewarded by the attainment of an 
important position of an executive or 
administrative nature. 


Adaptability. Like any other profes- 
sion, adaptability, ability to get along 
with others and “the will to win” are 
vital. Ambition alone, without a will- 
ingness to work and a keen desire to 
learn, is poor equipment, but taken to- 
gether they are a powerful team. 

Tolerance. People are so sensitive 
concerning their credit standing, which 
is so closely related to personal integrity, 
that oftentimes they take offense at the 
slightest comment or inquiry by bankers 
concerning their business affairs, failing 
to understand the pertinent nature of 
such questions. Here tact and diplomacy 
are needed and pay rich rewards to 
young bankers in a growing knowledge 
of how to judge people. This perhaps, 
is the successful banker’s finest asset and 
acquired usually after long years of ex- 
perience. 


Conservatism. Oftentimes bankers are 
criticized for their conservative view- 
point, notwithstanding the fact that the 
general public usually is most severe in 
condemning the entire banking profes- 
sion when a single bank fails, because its 
management has lacked that quality. 
Unquestionably, the handling of other 
people’s money is a public trust of the 
highest order and, while conservative 
judgment is acquired usually from expe- 
rience alone, the young man who is not 
himself of a steady, balanced disposi- 
tion may not easily acquire that essen- 
tial quality of trusteeship and respon- 
sibility which alone will take him to the 
pinnacle of banking success. 

Banking is and always will be essen- 
tially a service organization and occupa- 
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tion. It is not intended to create any 
great personal wealth. Its remunera- 
tion is its record of dignity, service and 


strength.—From a recent address before 
the Charlottesville, Va., Chapter of the 
American Institute of Banking. 


EXPENSE PROBLEMS OF SAVINGS BANKS 


By WituiaM R. WHITE 
Superintendent of Banks, State of New York 


HEN we talk about expenses in 
\\ savings banks we are dealing 
primarily with the item of sal- 
aries. This subject is of such importance 
that an entire speech might be devoted 
to it. However, I propose only to make 
two passing observations. I assume that 
if the stockholders of a corporation de- 
cide to continue on the payroll em- 
ployees who are not producing in rela- 
tion to their salaries, it is no one’s busi- 
ness but that of the stockholders. In 
the case of mutual savings banks, how- 
ever, it is not the privilege of trustees, 
or of management to indulge in such 
generosity even where the recipient may 
in years past have rendered useful 
service. 


One further point about salaries. What 
is to be the effect of higher living costs 
and increased taxes upon the payrolls 


of savings banks I hope we can all 
agree at the outset that income taxes 
should be completely excluded from con- 
sideration in determining the amount of 
remuneration to be paid to any officer 
or employe. Higher costs of living may 
necessitate in some instances some ad- 
justment of salaries of the lower paid 
clerical help. In these times, however, 
officers who may be disposed to ask for 
or accept an increase in salary should 
bear in mind that depositors have been 
obliged for a number of years to accept 
a gradually decreasing dividend. I 
firmly believe that no matter what policy 
may be followed in other lines of busi- 
ness, this is not the time for savings 
banks to increase the cost of operation 
by increasing the salaries of the official 
staff. 

The larger aspect of the earnings 
problem, that of keeping assets profit- 
ably employed, may yet prove the most 
formidable challenge ever to confront 
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savings banks in their long and suc- 
cessful history. Competitors unknown 
only a few years ago are now relent- 
lessly engaged in soliciting the con- 
fidence and patronage of the saving 
public. We cannot solve this problem 
by resting upon past records and ignor- 
ing these new forms of competition. The 
situation rather is one requiring 
thorough study and a definite plan of 
action. Continued effort must be made 
to develop means by which savings 
banks can modify their mortgage lend- 
ing practice to conform more closely to 
the method popularized throughout the 
nation by the Federal Housing Adminis- 
tration. Similarly legal barriers which 
prevent the flow of savings into home 
construction in places outside the State 
of New York where capital may be 
needed must be revised without destroy- 
ing proper and judicious safeguards. 

Likewise, the tests upon which the 
legal list is founded must be revised to 
enable savings banks to take greater 
advantage of investment opportunities 
which we hope will be presented when 
the current emergency has passed. A 
few years ago the Banking Law was 
amended to permit the Banking Board 
upon proper application to make addi- 
tions -of corporate interest-bearing 
obligations to the legal list. It has been 
our hope that this amendment would 
lead to a gradual broadening of the list 
of eligible investments. While a con- 
siderable volume of securities has been, 
by this method, added to the list, it 
remains to be seen whether this change 
in procedure will produce completely 
satisfactory results. 

The last issue made legal by the 
Board was American Telephone & Tele- 
graph Co. Debentures of 1976. In this 
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case the action of the Board was futile 
because, as a result of the competitive 
bidding procedure pursuant to which 
these securities were marketed, the en- 
tire issue was bought by three life insur- 
ance companies. At its last meeting the 
Banking Board considered the question 
of whether it should approve any issue 
of securities where there is a likelihood 
that none will be available for savings 


bank purchase. The Board decided that 


to add such issues to the list results 
in no advantage to savings banks de- 
positors but on the contrary favors a 
marketing plan, the advantages of which 
rest almost entirely with a few gigantic 
institutions. It is not likely, that in the 
future, issues marketed in this manner 
will be added to the New York legal 
list by the Banking Board.—From an 
address before the Savings Banks Asso- 


ciation of New York. 


HOW THE WAR EMERGENCY IS AFFECTING REAL ESTATE 


By Ernest M. FisHER 


Director of Research in Mortgage and Real Estate Finance, 
American Bankers Association 


HE present national emergency is 

radically affecting the real estate 

and mortgage situation in this coun- 
try and it is probable that before the 
defense program is ended greater and 
more profound changes will result. 

The introduction of the defense pro- 
gram has led to large population shifts 
throughout the country. Part of the 
migration has been toward industrial 
centers where workers have gone to seek 
employment in defense industries and 
part has been toward military centers 
as a result of expansion of the nation’s 
armed forces. 

It is probable that this migration of 
population will prove to be one of the 
largest internal migrations that the coun- 
try has ever seen. It will probably be 
equal to, if not exceed in. magnitude, 
the internal migrations set in motion 
by the first World War and by the dis- 
charge of members of the armed forces 
upon its termination. 

The ultimate effect of these migra- 
tions cannot yet be foreseen. Already 
they have caused a rapid decline in 
vacancies in many urban areas, they 
have accelerated the tendency toward 
rising rents, and in some cases they 
have brought about a situation in which 
it is a major problem to find shelter 
for those who are engaged in the con- 
struction of defense plants, in the manu- 
facture of defense materials, in render- 
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ing necessary services to members of 
the armed forces, or to those actually 
engaged in strictly defense activities. 

The concern which is so frequently 
expressed over tendencies toward infla- 
tion, the congestion which has occurred 
in many critical areas, and the conse- 
quent increase which has come in 
rentals in these areas have brought 
about wide discussion and the introduc- 
tion of national legislation designed to 
grant authority to control rents. The 
extent to which such controls would be 
attempted will depend in large measure 
upon the intensity of the problem and 
the number of areas in which it becomes 
acute. 


It seems likely that the most acute 
period has not yet. been reached and 
will not arrive until the plateau of 
maximum industrial production for de- 
fense has been attained. In the uncer- 
tainties of a complex and swiftly chang- 
ing situation, it may be that this period 
is much further removed than we wish 
to believe. 


With respect to real estate policy, it 
seems likely that, generally speaking, 
the market during the emergency will 
be an active one. It appears reasonable 
to suppose, therefore, that in areas 
where defense activities are important 
banks should take advantage of the op- 
portunity of disposing of other real es- 
tate. In areas losing population because 
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of defense activities, there will not be 
this opportunity. 

In connection with mortgage holdings 
the same general rule recommends it- 
self. The situation suggests amortiza- 
tion at as rapid a pace as the condition 
of the borrower will permit. In many 
cases, with increases in family income, 
accelerated amortization will be found 
possible. 

Finally, the situation emphasizes the 
prime importance of continuous and 
close scrutiny of the quality of the loans 
in the mortgage portfolio and of the 
real estate holdings. It has been in too 
many cases in the past a common prac- 
tice to assume that, so long as pay- 
ments are met in accordance with re- 


NE of the acute problems facing 
many business firms is the matter 
of inventories, which have been 
rising during the past year. 

In cases where a firm’s higher inven- 
tory figure represents a real need for 
extra goods because of increased busi- 
ness, there can be no criticism. But it 
is undoubtedly true that there have also 
been many instances of inventory hoard- 
ing, stimulated either by a fear of ris- 
ing prices or a desire to develop an 
extra profit margin when the time for 
the sale of goods arrives. 

It has long been apparent that the 
rush for inventory in the hope of beat- 
ing the price rise is a powerful force in 
stimulating continually higher price 
levels. The rising inventory situation 
is also at least partially responsible for 
the increase in commercial loans of 
banks, which recently reached a total 
almost two billion dollars higher than 
a year before, according to Federal Re- 
serve reports. 

-The shrinkage in inventory values 
after World War I has been estimated 
as totalling from five to ten billions of 
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INVENTORY HOARDING 


By Henry H. Herman 


Executive Manager, National Association of Credit Men 








quirements, there is no reason to be 
concerned about the mortgage portfolio. 
The weak spots and strains in the port- 
folio, therefore, are not detected until 
collapse was imminent. 

The methods for maintaining this 
close scrutiny and analysis of the port- 
folio are available and are being util- 
ized by some of the most farsighted in- 
stitutions. They well repay their costs 
to all institutions whose mortgage port- 
folio represents a sizable block of assets. 
To be well prepared for any shock that 
may come, to recognize its earliest 
manifestations, and to anticipate its 
severest impact is to reduce the severity 
of the blow.—From a statement at the 
recent A. B. A. Convention. 





dollars, and figures for the year follow- 
ing the 1929 collapse have been placed 
at close to five billion dollars. High 
inventories can affect a firm’s liquidity 
when tax payment periods arrive. In- 
ventory losses that endanger solvency 
are, after all, an oft-seen phenomenon. 
Management today must watch this 
vulnerable point of inventories. It must 
balance possible gains from a high in- 
ventory policy against the ever-present 
risks that such a policy carries.—From 
the Association’s November Business 
Review. 
© 
$ 
“Dive bombers, coming in on a line 
at 400 miles an hour, are in range of 
a ship’s anti-aircraft guns only approxi- 
mately 20 seconds. A lively Oerlikon 
gun crew can get about 160 shots at 
them in this time. Each shell hit will 
open a one-foot hole. Three or four 
such hits, and the wind will do the 
rest.”—O. E. Hunt, Vice-President of 
General Motors. (The Pontiac Motor 
Division of General Motors is manufac- 
turing the Oerlikon gun for the Navy.) 
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Advertising and 
Publie Relations 


Digests of Recent Ideas, Campaigns, 
Advertisements, etc. 


Attractive House Organ 


For nearly eight years, The Fort 
Worth National Banker, house organ of 
the Forth Worth National Bank, Fort 
Worth, Texas, has been distributed 
monthly to employes, stockholders and 
friends of the bank. At the request of 
THE Bankers Macazine, Dick Taylor, 
the editor, sends the following descrip- 
tion of the bank’s experience with this 
attractive publication: 


The Banker is produced entirely within 
the bank except for the necessary photo- 
offset plates. Contents are assembled from 
various sources. News is collected between 
each publication date and filed for future 
use. The lead article is syndicated material 
we have been using for a number of years. 
The rest of the material is contributed by 
the personnel either in complete write-up 
form or in outline form from which we 
make a story. Photographs used are also 
contributed by those of our personnel who 
are candid camera fans, and they are only 
too glad to have us use the results of their 
hobby. They are always ready to snap any- 
thing within the bank which might prove of 
interest to our readers. We have found that 
the more names we can possibly include of 
the Bank Family in personal items or stories, 
the more reader interest we have within 
our institution. 

Distribution includes our personnel, stock- 
holders, correspondent banks, and a selected 
list of publications. The Banker is published 
monthly, and the January, 1942, issue will 
mark the beginning of its eighth year. Our 
first volume was mimeographed on legal size 
paper clipped together and distributed to 
the personnel only. During The Banker’s 
existence, we have put into effect various 
refinements which have resulted in the 
present eight-page booklet form. 


Following is a brief resume of the 
mechanics of The Bankers production. 
First, we make a rough typewritten copy of 
the entire eight pages for corrections and 
final O.K. From this is made the final copy 
on our Vari-Typer machine leaving neces- 
sary space for photographs or other illus- 
trations. The Vari-Typer is merely a 
typewriter equipped with a mechanism 
which automatically composes columns or 
pages with even right hand margins. This 
machine is also equipped with a variety of 
type faces with which it is possible to vary 
the composition. 

After the final copy is written, our 
printer pastes it up ready for the process 
which transfers the copy to the photo-offset 
plates required for the Multilith Press. 
After the run, it is then ready for folding, 
gathering, and stapling which is all done 
in our own print shop. We are fortunate 
in having a very nearly complete print shop 
within our bank enabling us to publish 
The Banker at a minimum cost. 


Co-dperative Ad Campaign 


A state-wide codperative advertising 
campaign for New York mutual savings 
banks has been recommended by the 
Association’s Committee on Public Re- 
lations. The proposed campaign em- 
braces a twenty-minute motion picture, 
advertising in the daily and weekly 
newspapers in all savings bank areas, 
as well as a half-hour dramatic radio 
program built around American family 
life. 

The objectives of the campaign are 
described by James W. Gray, chairman 
of the public relations committee and 
secretary of the Rochester Savings Bank 
as follows: 
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“EYE-CATCHERS” 


These bank ad heads caught our 
eye and made us read the ad. 
How about you? 


**We Run an Owl Department’’ 
—Marine Trust Company of 


Buffalo. 


**You Have a Date With Uncle 
Sam.’’ 
—Atlantic National Bank of 
Jacksonville. 


**You and I Have a Job to Do!”’ 


—Wachovia Bank & Trust Com- 
pany, North Carolina. 


‘*He Quit a $300 a Month Job to 
Drive a Truck.’’ 
—Savings Banks of Manhattan, 
Bronx and Westchester 


‘More than Fresh Air May 
Find Its Way Through Your 
Open Window.’’ 

—State Bank of Kenmore, N. Y. 


‘*Drive-In Auto Loans Arranged 
in 20 Minutes.’’ 


—Morris Plan of San Francisco 


“1. Develop a public appreciation of 
thrift and savings as fundamental to the 
sound and prosperous way of American 
eee 

“2. Bring about an understanding of 
mutual savings banking as a vital force 
in the American economic system. . . . 

“3. Give full coéperation and support 
to the Government in the sale of Defense 
Stamps and Bonds.” 


‘ 


Classified Ads for Consumer Credit 


Frequently overlooked, yet among the 
most result-producing media for con- 
sumer credit advertising, are the classi- 
fied sections of local newspapers and 
telephone directories, points out Harlan 
L. Shattuck, nationally known financial 
advertising man, and head of the Harlan 
L. Shattuck Financial Advertising Serv- 
ice of Denver, Colorado. 
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“The classified sections of these media 
are among the least expensive, yet most 
effective, means of reaching people in 
need of immediate financial assistance,” 
says Mr. Shattuck, in announcing a new 
series of small ads his organization has 
prepared especially for bank use in 
such classified sections. 

“Personal finance and auto loan com- 
panies in general, but only a few of the 
most sales-conscious banks, have found 
from long experience that among the 
first places a person seeking a loan 
looks for the source of such aid are 
the classified sections of his local paper 
or phone directory. Small ads placed 
in these media, under such classifications 
as auto loans, loans, personal loans, 
etc., and carried there regularly day 
after day, produce real results. 

“The main thing is the format of such 
an ad,” he advises. “It is not enough 
to just run a five or ten line ad setting 
forth your service. Such an ad will be 
lost among the many others there. Your 
ad should be prepared in such a way 
that it will stand out—dominate the 
column or page. This can most effec- 
tively be done by a judicious use of 
reverse plates, hand lettering, unusual 
layouts, and concise copy.” 

The ads prepared by the Shattuck 
organization for such classified use are 
known as “attention-commanders,” and 
although only one column wide by one 
inch deep, are striking in appearance 
because of their adherence to the prin- 
ciples outlined by Shattuck—reverse 
plates, unusual layouts, hand lettering, 
and short, forcible copy. Furnished in 
convenient mat form at low quantity 
production cost, they are all ready to 
send to a bank’s local paper or directory 
publisher, with only the bank’s name to 


be added. 


‘Where to Find Them’’ 


An attractive folder with this title has 
recently been distributed by ihe East 
River Savings Bank, New York, to stimu- 
late interest in its safe deposit service. 

It contains suggested information re- 
lating to the location of important 
papers and facts which every prudent 
person should make available to his 
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heirs. The suggested memorandum 
reads as follows: 


Location of my will 

My next of kin is 

My lawyer is 

My executor is 

My banks are 

My insurance advisor is 

My clubs and fraternal organizations 


My bank books, insurance policies and 
other important papers are in my safe 
deposit box at the East River Savings 
Bank. 

My choice of funeral director is 

My choice of cemetery is 

For help or advice in settling my aiffairs, 
and making arrangements for the future, 
I would recommend 


115th Anniversary 


An attractive booklet commemorating 
the 115th anniversary of the Canal Na- 
tional Bank of Portland, Maine, has 
recently appeared. Its purpose and 
scope are gracefully described on the 
title page as follows: 

“Being a brief history of the Canal 
National Bank of Portland, for the 
amiable perusal by our many customers, 
our directors, our officers and em- 
ployes, & our other friends, all of whom 
have been so loyal and have contributed 
so much to the continuing success of 
the Bank. Presented by William Wid- 
gery Thomas, Pres., at Portland, Maine, 
October 23, 1941.” 


Official Trust Pamphlet 


The Trust Division of the Illinois 
Bankers Association has just made avail- 
able to its members an official trust 
pamphlet, which is reported by trust 
men to be one of the first to be issued 
by a bankers’ Association. Chester D. 
Seftenberg, Oak Park Trust and Sav- 
ings Bank, Oak Park, Illinois, Presi- 
dent of the Trust Division, in announc- 
ing the publication of the pamphlet 
said, “It is designed for distribution to 
every officer, director, active stock- 
holder, and responsible employe who 
has dealings with the public, and to 
lawyers, life insurance men, trust cus- 
tomers, and beneficiaries.” 


Harve H. Page, Northern Trust Com- 
pany, Chicago, and A. C. Boeker, Ed- 
wardsville National Bank and Trust 
Company, Edwardsville, co-chairmen, 
and Walter O’Brien, LaSalle National 
Bank, Chicago; Charles E. Clippinger, 
Continental Illinois National Bank & 
Trust Company, Chicago; and J. G. 
Whittle, Citizens National Bank, Deca- 
tur, members of the Committee on Ed- 
ucation and Public Relations, which 
prepared the text, believe that such a 
pamphlet “is desirable in the interest 
of a common understanding on the part 
of the public of the functions of a trust 
company, its policies, and the basic 
need for trust institutions. It is not in- 
tended to be a piece of advertising 
material, but rather a comprehensive 
catalog of personal trust service.” 

Although most trust institutions have 
for many years had some form of 
pamphlet briefly describing their serv- 
ices, the official trust pamphlet—con- 
taining clear-cut statements of the insti- 
tution’s policy on basic needs for trust 
service, services offered, and general 
policies of trust institutions—is new in 
this country. 

The pamphlet contains 16 pages: 14 
pages carry the prepared material, leav- 
ing blank pages for each institution to 
carry historical or other individual in- 
formation. 


Employe Contest 


In order to stimulate employes and 
officers in a drive for No-Minimum- 
Balance Checking Accounts, Frank G. 
Burrows, Irving Trust Company, New 
York, is editing a newspaper titled The 
Checkway No Minimum Balance Cheer 
leader. Its sole purpose is to stimu- 
late interest in the bank’s drive for 
3,000 new Checkway accounts. The 
normal edition of The Cheer Leader is 
1,950 copies. 


© 


The bomb tail fuse being produced 
by Delco Products Division of General 
Motors is really an insurance device. It 
goes off if the nose fuse of a 2,000 pound 
demolition bomb fails to work. 
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New York Trust Appointments 


Charles C. Gifford and Thomas M. 
Keefe have been appointed assistant 
treasurers of the New York Trust Com- 
pany and will be associated with the 
company’s Fortieth Street Office at 
Madison and 40th Street. 

Mr. Gifford has been with The New 
York Trust Company since 1929, fol- 
lowing five years with the Farmers Loan 
and Trust Company. He attended the 
Hill School and graduated in 1917 from 
the Sheffield Scientific School of Yale 
University, where he was a member of 
the track team. Mr. Gifford joined the 





Blank & Stoller 


CHARLES C. GIFFORD 
Assistant Treasurer, New York Trust 
Company 


BRIEFS 


Items of Interest from Many Sources— 
Condensed for Quick Reading 


armed forces of the United States in 
May, 1917, and saw action as a lieuten- 
ant with the 101st Field Artillery (26th 
Division) overseas. In March, 1918, he 
was transferred to the 88th Aero Squad- 
ron with which he served until he was 
wounded in the air on the third day 
of the battle of the Argonne in Septem- 
ber, 1918. 

Mr. Keefe has been associated with 
the Fortieth Street Office of the com- 
pany since 1935. He joined The New 
York Trust Company in 1929, following 
experience with the National City Bank 
of Cleveland, The Midland Bank of 
Cleveland, and George H. Burr & Com- 
pany, commercial paper brokers of New 
York. 


Shifts to State Bank 


The Kalamazoo Industrial Bank, Kala- 
mazoo, Mich., which was founded in 
1928, has assumed the status of a gen- 
eral state bank under the title Industrial 
State Bank of Kalamazoo. Coincident 
with the conversion the bank has in- 
creased its capitalization from $50,000 
with a $52,000 surplus, to $200,000 with 
a $52,000 surplus. The $148,000 in- 
crease was subscribed for by local citi- 
zens. Charles J. Monroe is the bank’s 
president. 


Revised Blacklist Available 
A revised blacklist of 2,536 Latin 


American companies and _ individuals 
with whom shippers in the United States 
are forbidden to trade has just been 
published by the New York Journal of 


_Commerce. Three recent State Depart- 
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ment supplements containing several 
hundred additions and deletions are in- 
corporated in this new summary of 
blocked nationals. Copies of the re- 
vised blacklist may be had at 10c each 
from the New York Journal of Com- 
merce, 63 Park Row, New York. 


Bank of Montreal Changes 


The Bank of Montreal has announced 
that B. C. Gardner, assistant general 
manager in charge of the Quebec, Mari- 
time and Newfoundland division, has 
been assigned to special executive duties 
at the head office. Appointed to succeed 
him in charge of that division is F. G. 
Belcher of Winnipeg, who has been 
superintendent of the bank’s branches 
in Manitoba and Saskatchewan. Mr. 
Belcher’s place in Winnipeg is to be 
taken by Angus Macpherson, who since 
1937 has been manager of the bank’s 
Chicago branch. Mr. Gardner was for- 
merly first agent of the bank’s office in 
New York. 


**Be Punctual at Both Ends’’ 


A. R. Horr, vice-president of the 
Cleveland Trust Company and author 
of the book “Embarrassing Dollars” has 
an article in the November number of 
The Atlantic Monthly titled “Be Punc- 
tual at Both Ends.” Mr. Horr points 


the moral that it is “just as bad to be 
unpunctual at the end of a meeting as 
at the start.” 
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Savings Bank Study 


A comprehensive study of current 
methods of interest payment on savings 
accounts, of the ways and means by 
which savings banks can lower their op- 
erating expenses, and of the practical 
methods of offsetting competition for 
new accounts offered by other savings 
institutions, has been prepared by the 
Savings Division of the American 
Bankers Association and is now ready 
for distribution. 


National City to Pay Supplemental 
Allowances 


In recognition of present economic 
conditions the directors of The National 
City Bank of New York have approved 
the payment of supplemental allowances 
for the period October 1 to December 
31, 1941, to officers and employes of 
the bank in the United States receiving 
basic salaries of $6,000 or less per an- 
num, and in the employ of the bank 
for at least three months prior to Octo- 
ber 1, 1941. 

Tht first payment of supplemental 
allowances will be made at the end of 
November for the two months, October 
and November. The payment for the 
month of December will be made at 
the end of December. These payments 
will be made on the following basis: 

1: Those whose basic monthly salaries 
are not in excess of $150 will be paid 
extra amounts equal to 6 per cent of 


Newly remodeled interior of 
Philadelphia’s Corn Exchange 
National Bank and Trust Com- 
pany’s Central Office at 1510 
Chestnut Street. The design is 
an example of severe architec- 
tural simplicity that embodies. 
both beauty and utility. 






Reconstruction 
Finance Corporation 
Loans to the 
Railroads 


By 
HERBERT SPERO 


Department of Economics 
College of the City of New York 


‘THs book is a study of Recon- 

struction Finance Corporation 
financing of near-bankrupt rail- 
roads in the depression years 1932- 
1937. It deals with the funda- 
mental difficulties of the nation’s 
railroad system and of the weaker 
carriers in particular. It empha- 
sizes the various purposes for 
which the Reconstruction Finance 
Corporation was created and the 
diverse uses to which the corpora- 
tion’s funds were put. 

It provides a detailed analysis 
of the basic financial ills of the 
St. Louis-San Francisco, the Chi- 
cago and Eastern Illinois, the New 
York, New Haven and Hartford, 
the Missouri Pacific, the Chicago, 
Milwaukee, St. Paul and Pacific, 
the Denver and Rio Grande West- 
ern, and the Chicago and North 
Western. The analysis is amply 
supported by statistical data. The 
policy of the Interstate Commerce 
Commission in approving Recon- 
struction Finance Corporation aid 
to these lines is then studied. 

The author’s conclusion is sig- 
nificant for its statement of the 
new relationship of the Govern- 
ment to debtor roads and for its 
criticism of governmental policy. 


Bankers Publishing Co., 

4-465 Main Street, Cambridge, Mass. 

{ Please send me on approval a copy of 
“RFC Loans to the Railroads” by Herbert 
Spero. At the end of 5 days I will either 

I remit $3.50 or return the book. 


| ek 


| ‘adress 
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the basic monthly salaries, exclusive of 
overtime. 

2. Those whose basic monthly salaries 
are more than $150 but not over $250 
will be paid 6 per cent on the first $150 
of basic monthly salary and 4 per cent 
on the next $100 or part thereof. 

3. Those whose basic monthly salaries 
are more than $250 but not over $500 
will be paid 6 per cent on the first $150 
and 4 per cent on the next $100 of basic 
monthly salary. , 

These supplemental allowances will 
be separate and distinct from regular or 
basic salaries (and exclusive of any 
overtime payments or other special com- 
pensation). The basic salary rates for 
the purpose of these computations will 
be those in effect on the first day of the 
month for which payment is made. Sup- 
plemental allowances will not affect re- 
tirement contributions, retirement allow- 
ances, or the amount of insurance to 
which an officer or employe is eligible 
under the Group Insurance Plan. Sup- 
plemental allowances will be paid only 
to officers and employes who are in the 
bank’s employ on the dates payments 
are made. 

The directors of the National City 
Safe Deposit Company have taken cor- 
responding action. 


Seventieth Anniversary 


The 70th anniversary of the founding 
of the First National Trust and Savings 
Bank of Santa Barbara was celebrated 
on October 30. Started in 1871 as the 
Private Bank of Mortimer Cook, this in- 
stitution is one of the oldest independ- 
ent banks in the state and the first na- 
tional bank to be established in South- 
ern California. As of September 24, 
last, the bank had resources of $6,973,- 
884. Kenneth W. Waters has been 
president since 1934. 


Chase to Compensate for 
Increased Living Costs 


The Chase National Bank, New York, 
has adopted a plan for the payment of 
supplemental compensation for . the 
quarter-year commencing October 1, 
1941, to all officers and employes of the 
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bank in the continental United States 
receiving an annual salary of $6,000 or 
less, for the purpose of assisting them 
in meeting the increased living costs. 

This supplemental payment is to be 
computed at the rate of 6 per cent on 
the first $1,800 of annual salary and 
4 per cent on the next $1,200, which 
will mean that for the quarter-year the 
additional payment will be at the rate 
of 6 per cent on the first $450 of salary 
for the quarter and 4 per cent on the 
next $300, and will be payable imme- 
diately after the expiration of the 
quarter. 

This arrangement is not a continuing 
commitment, but the situation will be 
reviewed from time to time. 


New York Trust Pays 
Additional Compensation 


The New York Trust Company is ar- 
ranging to pay additional amounts to 
all active members of its staff, other 
than officers, receiving salaries of $500 
per month, or less, for each of the 
months of October, November and De- 
cember, 1941, equal to 6 per cent of 
the first $150 and 4 per cent of the next 
$100 of the basic pay for each of those 
months. 


California Bank Bonus 


Employes of California Bank will re- 
ceive additional compensation during 


Cashing payroll drafts in a de- 
fense city is no small problem 
as can be seen by this view of 
the banking room of the main 
office of the Granite Trust 
Company, Quincy, Mass. Thurs- 
days and Friday after banking 
hours the bank is kept open to 
cash the pay roll drafts of the 
17,000 workers of the Fore 
River Shipyard Plant of the 
Bethlehem Steel Company. 


the Christmas season. All members of 
the staff in the employ of the bank for 
a year or more will receive a bonus on 
December 19 cqual to a half-month’s 
salary with a maximum of $75 and a 
minimum of $50. Those employed less 
than a year will share in the distribu. 
tion proportionately, it was stated. Di- 
rectors of California Trust Company, 
affiliate of California Bank, have au- 
thorized a similar Christmas bonus pay- 
able on the same date. 


Bank of Manhattan to Pay 
Additional Compensation 


In view of the rise in the cost of liv- 
ing, the Board of Directors of the Bank 
of the Manhattan Company, New York, 
has authorized, for the time being, the 
payment of supplemental compensation 
at the rate of 6 per cent on that portion 
of salaries (exclusive of any overtime) 
not exceeding $3,000 per annum of all 
employes and officers whose annual 
salaries (exclusive of any overtime) are 
not more than $5,000. These payments 
will be made at the end of each quarter. 


Lien to Cleveland Trust 


Rodney P. Lien, Ohio Superintend- 
ent of Banks, has resigned from that 
post effective January 1 to become vice- 
president and comptroller of the Cleve- 
land ~Trust Company. Mr. Lien re- 
enters commercial banking after two 
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years in public service as head of the 
state’s division of banks. He was ap- 
pointed by Governor Bricker on Janu- 
ary 1, 1940. Practically all of his busi- 
ness career has been spent in banking 
in Iowa and Ohio. He was born in 
Pottsville, Iowa, October 6, 1901. 


Reuben G. Andrews 


Reuben G. Andrews, assistant cashier 
of the State-Planters Bank and Trust 
Company, Richmond, Va., died October 
31 after an illness of several months. 
He began his banking career in 1905 as 
messenger at the Planters National Bank, 
which later by merger became the State- 
Planters Bank and Trust Company. He 
later served as secretary, member of the 
board of governors and member of the 
advisory board of the local chapter of 
the American Institute of Banking. 


Convention Dates 
NATIONAL 


February 3-5—American Bankers Associa- 
tion, Mid-Winter Trust Conference, Wal- 
dorf-Astoria Hotel, New York. 

March 29-April 1—Association of Reserve 
City Bankers, Hotel Biltmore, Palm 
Beach, Fla. 

April 19-22—Executive Council, American 
Bankers Association, The Homestead, 
Hot Springs, Va. 

June 8-12—American Institute of Banking, 
New Orleans. 

June 15-27—Graduate School of Banking, 
Rutgers University, New Brunswick, 
N. J. 


Interested in 
banking books? 


Send for our complete 
catalogue 


465 Main Street 
MBRIDGE. MASS. 


September 27-October 1—American Bank- 
ers Association, Book-Cadillac and Stat- 
ler Hotel, Detroit, Mich. 

September—Financial Advertisers Associa- 
tion, Chicago. 


STATE AND REGIONAL 


January 19—N. Y. State Bankers, Mid- 
Winter meeting, Waldorf-Astoria, New 
York. 

January 20-22—Missouri Bankers Univer- 
sity Conference, University of Missouri, 
Columbia. ; 

January 21-22—Wisconsin Mid-Winter Con- 
ference, Pfister Hotel, Milwaukee. 

January 21-23—Louisiana Bankers Confer- 
ence, State University, Baton Rouge. 

January 22—Illinois Mid-Wirt- Confer- 
ence, Palmer House, Clucago. 

February 22-23—Kansas Junior Bankers 
Association, Emporia. 

May 7-8—Oklahoma Bankers Association, 
Tulsa. 

May 8-9—North Carolina Bankers Associa- 
tion, Pinehurst. 

May 11-13—Mississippi Bankers 
tion. Place not yet decided. 
May 11-13—Missouri Bankers Association. 

Place not yet decided. 

May 13-14—Indiana Bankers Association, 
Claypool Hotel, Indianapolis. 

May 14-16—New Jersey Bankers Associa- 
tion, Hotel Traymore, Atlantic City. 
May 20-21—Ohio Bankers Association, 
Hotel Statler, Cleveland. 
May 20-22—Illinois Bankers 

St. Louis. 

May 21-23—Massachusetts Bankers Asso- 
ciation, New Ocean House, Swampscott. 

May 26-28—Texas Bankers Association, 
Gunter Hotel, San Antonio. 

June 3-5—South Dakota Bankers Associa- 
tion, Cataract Hotel, Sioux Falls. 

June 3-7—District of Columbia Bankers 
Association, Hot Springs, Va. 

June 5-6—Idaho Bankers Association, Sun 
Valley. 

June 5-6—New Hampshire Bank Manage- 
ment Conference, Amos Tuck School, 
Dartmouth College, Hanover. 

June 11-13—West Virginia Bankers Asso- 
ciation, White Sulphur Springs. 

June 15-16—Washington Bankers Associa- 
tion. Place not yet decided. 

June 16-18—Wisconsin Bankers Associa- 
tion, Hotel Schroeder, Milwaukee. 

June i8-20—Montana Bankers Association, 
Yellowstone National Park. 

June 26-28—Maine Bankers Association, 
Poland Spring House, Poland Spring. 
June 8-10—Minnesota Bankers Association, 

Hotel Duluth, Duluth. 


Associa- 


Association, 
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at last a complete list of all avail- 
able books on banking, money and 
credit listed under 75 separate 


classifications. 


Every bank should have this book 
available as a key to the literature of 
banking. There is practically no prob- 
lem of” Yanking, money or credit 
which has not been covered by some 
book written by an expert. All of 
this accumulated knowledge and or- 
ganized information is at your service 


if you refer to this useful book. For 
each book is given the title, the name 
of the author, the date of publication 
and the name of the publisher. In 
the appendix is a directory of pub- 
lishers so that you may correspond 
direct with the publisher of any book 
in which you are interested. 


SELECTED BIBLIOGRAPHY 


MONEY, CREDIT, BANKING 
and BUSINESS FINANCE 


RAY B. WESTERFIELD 


Professor of Economics 
Yale University 


The books listed in this bibliogra- 
phy are arranged under seventy-five 
headings which experience has shown 
to be the most useful. 

The compilation was undertaken by 
Professor Westerfield to meet the need 
frequently expressed by students in 
our universities; by members of the 
American Institute of Banking who 
are pursuing courses given under its 
tutelage; and by the banking fra- 


ternity; young and old, who wish 
guidance in their reading and study. 
Undoubtedly it will help the libraries 
of our cities, universities, business 
colleges and banks to build a rounded 
list of useful books. 

At the end of each subject list 
a blank space is left so that the 
user of the book can make pen- 
cilled notations of new books as they 
appear. 


Price $1.50 delivered 


BANKERS PUBLISHING COMPANY 
465 MAIN STREET, CAMBRIDGE, MASS. 





Current Decisions on the Law of 


Banking, and Negotiable Instruments 


T is inineiaed that bankers should have at least a layman’s 
knowledge of the laws and regulations affecting banking. 
The statement has often been made that a banker should be 

seven-tenths lawyer, two-tenths economist and one-tenth 
accountant. \ 


During our fifty yéars as publishers of The Banking Law Journal 
we have pointed out in this monthly publication many of the 
pitfalls under the Negotiable Instruments Act, explaining in 
simple and non-technical language the current decisions of the 
State and Federal courts dealing with the law of banking and 
negotiable paper. Each decision that appears in the Journal is 
carefully digested and explained, so that the point involved is 
made clear to the banker. 


Some Articles and Decisions Which Have 
Appeared in Recent Issues of the 
Banking Law Journal 


Right of Drawee Bank to Rely on Forged Indorsement on Cashier’s 


Collecting Bank. Check. 


Liability of Bank for Loss of Con- 
tents of Safe Deposit Box. 


Negligence of Depositor in Discover- 
ing Forgery Releases Bank. 

Present Taxable Status of Estates 
and Trusts. 

State Legislation Affecting Federal 
Deposit Insurance Corporation. 

State Tax on Safe-Deposit Business 
of National Banks. 


Discretion of Fiduciary to Sell Stock 
of Decedent. 

Liability of Bank in Paying Stopped 
Check. 


Liability of Bank Paying Corporate 
Check. 


Negotiability of Trade Acceptance. 


Holder of Remittance Drafts Not 
Entitled to Preference 


Bank Employees Subject to New York 
Labor Act. 


Funds Constituting Special Deposits. 
Investment Duties of Trustee. 
Gift of Bank Deposit. 


Contracts of National Banks Gov- 
erned by State Laws. 


Bank's Purchase of Conditional Sales 
Contract. 


Application of Collateral on Note. 


State Legislation Affecting National 
Banks. 


Fraudulent Warehouse Receipts. 


Taxation of Trusts Made in Con- 
templation of Death. 


Statutory Liability of National Bank 
Stockholders, etc. 


Subscription Price $6.00 a Year 


The Banking Law Journal, 465 Main St., Cambridge, Mass. 








